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PREFACE 


In the Preface to “ Finance Under Provincial Autonomy ”, the 
thirteenth publication in this senes, an a|x>loy;y was offered for the 
tklay in Bringing out an up to-date edition of ” Financial Develop- 
ments in Modern India ”, and the hope of a more comprehensive study 
of Indian Finance in a series of volumes was held out. I am glad . 
to be able to announce now a concrete scheme of such studies as 
under • 

I. “Indian Finance, 18601920". This will be a reprint of 
“Financial rk'vclopmcnt.s in Modern India'' with suitable 
changes. (To Ik- published alter the War.) 

II. “Indian Finance, 1921-19^7.” This will cowr both Cen- 
tral and Provincial Finance during the Moni.iguc- 
('hclmstord Reforms jieriod. (To Ik published soon.) 

III. “I tulian Finance since 19^7.” 'I'his will rover both Central 
and Prosinci.il Finance up to a convenient date after the 
War. While the preparation of the full volume must wait, 
parts arc being published, c.g., (I) “Finance Under Pro 
vincial Autonomy” (1940) and (11) “Financial Burden 
of the War on India ” (July 194?). 

IV. “System of Financial Administation in India”, the present 
volume. 

V. “Justice in Taxation”. (Under preparation). 

The above scheme attempts not only a critical study of Imlian 
Finance during the different {xriods, but also a critical examination 
of the system of Financial Administration now in operation and of 
the problem of justice in taxation, both of wliich must form the basis 
of the future constitutional and financial structure of the country. 

The control over the public purse is the chief method by which 
modern democratic bodies exercise an effective check on their execu- 
tives. A proper understanding of the system by which this control 
is exercised is thus of great importance in connection with the 
reconstruction problems which countries will have to face after the 
War. ‘Finance’ which is usually avoided by the layman as dull is 
sometimes made unnecessarily complex by the Administrator by rules 
and procedure incidental to red tape. The citizen and particularly 
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the kguUlor and ib<* politician will however have to get over the 
dread uf ' Finarwe .i cfiective democratic control over government 
iajo Ik introduced in the rountry in the near future. The economic 
dJccti of finance cannot also be understood in the proper perspective, 
if the administrative system is not fully grasped. The object this 
volume IS to su[>[il> this svant and enable those interested to have 
• in one volume a systematic study of the existing system of Financial 
Administration m the country. The only other works of importance" 
on the subject, those of Mr. P. K. Waital and Dr. Cyan Chand, arc 
out of date. Dr. Pinto has Ic.arnt a good deal from these distinguished 
authors, and profiting Ity their cxjKricncc h.is tried to introduce 
several inni)s.iiions m his study, particularly a theoretical examination 
of each itn[X)riarit problem and a comparative study, wherever useful, 
of relevant features in other countries. Besides, the problem of control 
in our financul system has fven fully considered. Combined with 
these features, ihc scientific outlook of the author and his clear and 
lucid rx[X)siiion of an otherwise dry subject must appeal to all classes 
of readers interested in this imjxirtant problem. 

Jn doing his work first as a Research I'cliow In this School work- 
ing for die Ph. 1), degree of this Uniscrsiiy, and later in revising 
die approved diesis for public auon. Dr. Pinto has spared no pains 
to achieve accuracy in his .statements. In this connection we have 
to mention several parties who willingly rendered as.si5tancc in this 
work. Dr. PirUo was allowed facilities by the Finance Departments 
of Bombay and the C. P. and Berar to understand the working of 
Provincial Finance and by various departments of the Gov- 
ernment of India for Central Finance ; and by the offices of the 
Accountant (kncral, Bombay, the Accountant General, C.P. and 
Berar, the Accountant General, Central Revenues, and of the Auditor 
General of India for accounts and audit arrangements, Central and 
Provincial. The various Government officers from whom Dr. Pinto 
has received help and encouragement, he has specially mentioned In 
his ‘ Acknowledgements ’ to this Ixxik. To all of them, individuals 
and departments, we arc very grateful. 

C. N. Vakil. 

Schtfol itf Rconomics and Sociology, 

Umvrsity nj Bombay, 

15/A AugM, 1^ 
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INTRODUCTION 


Fcsanoal adnunistration is the medium through whidt the 
slate conducts its financial business. It has, thmfore, an 
iicportance of its own even though it roa; not be modi 
reali^ by the people. The reasons for this lack of appie* 
elation are not hard to understand. Till the people acquire 
at least some real control over the national purse, they are 
not interested in the mechanism by which public funds are 
< ollected, spent or kept in safe custody, or the principles on 
which that mechanism is based. Not many are keen on 
studying a problem that has merely academic interest under 
such conditions. Even after the introduction of the Mont- 
ford Reforms there have been but two attempts at dealing 
with the system of financial administration in India, and since 
1926, even though much water has flowed under the financial 
bridge, there has been no critical analysis of the system. 

The British financial system has been acclaimed even 
by French and American writers on the subject as being the 
best that has been so far worked out by human genius. Aa 
we in India had also pledged ourselves to the parliamentary 
foj tn of democracy, there was no more to do as each occasion 
arose than to take one more piece of tlie British system and 
lit it into our own witli such minor modifications, as were 
necessitated by the size of the country or the stage of con- 
stitutional progress. For the first time in our history today 
we find a demand for a partition of India into two separate 
entities. Ihe political future is dark and, as always happens 
on such occasions, there will be a temptation to tinker with 
the financial system. It is consequently very necessary to 
examine our financial system, the principles on which it is 
based, its fundamental parts, its essential features and its 
modus operandi. 

Public Finance has to take cognisance not only of 
ecomnnic principles but also of the political structure. 

fidminiatratiftn in a {Mil of PubUc Fi^tU^ A paXt 
mat has aumnous practical significance. TTis tJie system 
of feumcial administration that gives expression to abkract 
1 
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fttlet •*mI priitciple* '• *nd unlew the system is well for- 
muUted and efficiently Worked, the aims which the stotesman 
bim} the ■ administrator have in view will frustrated. 
Hmce it is true to call financial administration Uie hand* 
maid of politics and economics ; for it is the instrument 
to effect in daily life what these two sciences have to offer 
in the alistract. Control over the executive, wise expraditure, 
well-considered taxation, economy in c-dministration, are 
some of the problems financial administration must face 
and solve, though always within the ambit of constitutional 
provisions and economic principles. 

ITiroughout lljc hook the author has sought to give a 
critical analysis of the .system of financial admini.stration 
in India today. lU-fore any problem can l»e analysed it 
must 1m* stated ; and the statement here is a clear description 
of tlie system a- it prevails today ; not a description of the 
various and detailed features, as that would require a 
volume by itsdf, but rather of the principal processes in- 
volved in fuumcial administration. Details are required 
by the practical administrator in the tasks of daily life ; 
for an appreciation of the system it is sufficient to describe 
the main parts and show their interconnection, so as to 
bring out an adequate and complete ide.a of the whole. 

But jM’rhaps the more important task is to analyse the 
ayslem, to criticise it and, if possible, to offer constructive 
aiigge.stions. For tiiat piirpo.se it i.s necessary to have certain 
norms with reference to which criticism may be made. For 
the same reason it is e.ssential to know the constitutional 
position of the different organs involved in financial 
administration and tiie constitutional limitations under 
which they work. Hence the first part of the book will 
begin witli a brief study of the theoretical and constitutional 
aspects of financial administration. 

The approach to the subject has been analytical, 
critical and comparative where possible; for in so practical 
ik subject as financial administration comparisons are a 
necessity. We have to see'what other nations with various 
forms of popular government have achieved. From their suc- 
cesses and failures we may learn much, not the least perhaps 



int»»m;ctk>n 


3 


correctly to evaluate our own syston. There ia no attemi^ 
at making ^ treatment historical, though a historical note 
is here and there inserted for the better understanding. of 
the nature and functions of a particular organisation. It ia 
hoped that the line of treatment taken up will throw light 
an a much neglected subject. 

In analysing the system of financial administration we 
are confronted with the budget system as its central and 
most important feature. Hence the author has thought it 
desirable to deal first with all that goes with Uie budget 

.system in India and llien to take up other aspects of 

financial administration. 

F'ollowing llie aims set out above the hook has been 
divided into three parts. The first deals with the general 
principles of financial administration and the constitutional 
provisions affecting personnel and organisation. The 
sc-cond centres round the budget proper, both at the centre 
and in the provinces, and therefore treats of the budget 

system as it prevails in India at the present day. The 

first part is theoretical and comparative, the second descrip- 
tive and critical. The chapters of the first part lay the 
foundation and give the preliminaries for all that follows. 
Ihe .six chapters of tlie second part are intended to provide 
a continuous account of the different processes of the 
budget system in India. The tliird part comprises all the 
otlier aspects of financial administration which cannot he 
brought to hear directly on the budget or which require a 
rather more detailed treatment than could be given in the 
second part. 

Qiapter I is devoted to the general principles 
underlying the financial system, while chapter II treats of 
the different plages through which the budget passes, in 
other words the organisation and procedure by which the 
financial business of the state is conducted. The former, 
therefore, deals with the scope of financial administration, 
the nature and functions of a governmental budget, the 
relations of the budget to the constituti.'inal and politicil 
systems ; the latter, largely illustrated with examples from 
eelected leading countries, with the procedure governing a 
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kidget ^Ue it b being ^pered, audiorued, ezecnled or 
■ocoui^Qi (or. Chapter ill gives the ccmstitntioiial bock 
gsvand to provide a better understanding of the framewoc^ 
within which the Indian budget system works, A deacrip- 
timi of the various departments and offices connected with 
financial administration is then given in chapter IVy as a 
preliminary to the treatment of the Indian financial system 
itself. Tlirougliout the book constant reference is made to 
these departments and officials, and it is useful to know 
even in brief outljne their organisation and powers. 

Having disposed of all these prerequisites we come to 
discuss the budget system in the provinces and at the centre. 
Tlio second part of the lK>ok may serve as an illustration 
of tin! principles discuss^ in the first chapter and an 
application to India of llie procedure treated in the second 
copter. Whenever conditions at tlie centre and in the 
provinces differ considerably, the treatment has been 
divided into separate sections ; otlierwise whatever is said 
of die centre applies mutatii mutandis to the provinces, and 
in such cases tlie differences, if any, have been pointed out. 
Chapters VII and VHl really go together and are separated 
merely to emphasise the problems mentioned in the latter 
chapter. This division also emphasises the importance of 
subsidiary devices to maintain the continuity of financial 
administration and of the time and space factors that 
infiuence it. Similarly ciiapters IX and X are very closely 
connected, for audit and accounts are a device for public 
economy and financial control. The separation of the two 
has, however, afforded an opportunity to deal in Qiapter 
X with the problems of economy and control in a com* 
prehensive manner and to exhibit them in one picture. At 
every stage of the budget Utere are the considerations of 
economy and efficiency to be borne in mind and these are 
indicated at the appropriate places. But it is useful, even 
necessary, for estimating Uie value of a budget system, to 
view tbe different devices as a whole. 

Qiaptera XI, XII and XIII of the third part deal 
respecthn^y with tbe Relations between tbe Ceatze, liie 
I^vinces and the Indian States, tbe Reserve Bank of India, 
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•nd Pidilic Debt, h a iedmtioti tbe interrelatioite of Am 
units eaaly acquire a special importance, and 
with the inclnsion of the Indian States in ^ federation 
administrative problems are bound to presmt great difficul* 
ties, considering that most of tbe Indian States are 
administratively backward. The position of the Reserve 
Bank is a pre-eminent one in the foancial system, because 
the Bank acts as the government’s banker and is the link 
in the financial sphere between the government and the 
business world. Hie management of public debt is one 
of the functions entrusted to the Reserve Bank but it is 
dealt with separately to bring out the differences in the 
various kinds of government borrowing. 

There are four departments which occupy a special 
place in the financial system and it has b^n thought 
advisable to devote in Giapter XIV a small space to each 
of them. The Defence Services liave been continually the 
target of criticism ; besides even in peace-time they account 
for one half of the expenditure side of the central budget 
and constitute one of the biggest organisations in the 
country. The Railways and the Posts and Telegraphs 
Department are commercial services, tbe former with a 
budget as large as the general budget and the latter 
with a budget of about twelve crores. Both have their 
organisations spread out all over India and special arrange- 
ments in the accounts and audit spheres. The Crown Repre- 
sentative’s Department has been recently formed and has 
iieen included not for its financial importance, but to 
complete the picture of financial administration in India. 

Financial administration is a science and an art ; 
hence it is both theoretical and practical. But even 
a cursory reading of the systems in various countries shows 
how for a long time practice lagged behind theory. The 
LI.S.A. offers a dassic example, for till 1921 it was the 
only great * power * in tbe world which did not possess any 
budget system in the true sense of. the word. It does happen 
^ortunatdy dial even if a point is conceded on principle, 
it is not put into pracdoe for one reason or anther e.g. 
die csdmated cost may be too large to make the dhange a 
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pimctical {mipofition, or OonsUtuUonal difficulties may come 
in die way necessitating perhaps a constitutional amend' 
mentf or party interests may intervene and these have 
always been one of the greatest stumbling blocks to progress. 
In the (J.S.A., for example, there is as yet no efficient 
control by the legislature through an audit organisation, 
and the committees of the legislature still attempt to frame 
the budget afresh, so that the estimates prepared by the 
executive are pu'-ely tentative, having no substantial value. 
In India it has been conceded on principle that accounts and 
audit should lx; undertaken by different liodies, and yet 
for the most part there is a combined system of audit and 
accounts, becauw* it is still an open question whether the 
extra cost involved in separating the two organisations is 
counlerbalanred l>y an adequate increase of efficiency. 

We must, therefore, lx* prepared for divergences 
between theory and pra<*tice. llie foimer should be taken 
rather us an ideal to lx* aimed at than an objective to be 
imme<liately realized. Sometimes the theoretically more 
perfect s<*hemo has to lx; abandoned because of the time 
factor. I his happens, for instance, with tlie accounting 
system that is followed. The accrual basis of accounting 
is more correct on theoretical grounds than llie cash basis, 
and yet most governments have adopted the latter, because 
it lends itself to results which are more practical. 

Henc*e the utility of having a theoretical discussion 
precede the analysis of existing organisation and practices, 
buch a plan shows the merits and demerits of the prevail* 
iiig system and, what is more important, points out the 
direction for reforms. 

It is {x>ssihle to treat of financial administration 
independently of the form of the state. But it is only in 
a democratic state, that is, a state in which power is wielded 
by the people or their representatives, that the different 
of the budget procedure have meaning and content 
Tnis work is based on tliq assumption that we are dealing 
with the financial system of a democratic staM. Though 
oomplete self-government has not yet been attained in India, 
tocxa is the professed goal of democracy by which ultimately 
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we sbott]ii test our practices. Hence the criticisms and 
«ugg(^iofis made take into aooounU first, the eusting omuli- 
tutional limitations, and secondly, the changes that may. ha 
required when full self-government is achieved. 

Though self-government is postulated, no form of 
democracy has been specially considered, nor is it required. 
Of course the form of democracy and all the political 
principles that go with it will determine the constitution, 
and the constitution in turn will influence financial adminis- 
tration ; so that the form of democracy does modify, 
budgetary' practice and procedure. Hence the difl'erences, 
for example, between the financial systems of the U.S.A., 
France, ^gland and Switxerland. We in India have ao 
far followed the parliamentary model and, therefore, the 
British system has been of great and immediate use to us. 
But tendencies are not wanting to show that a change may 
be required in this direction to suit our national genius, 
our cultural heritage, our peculiar minority problems. It 
is for that reason that Uiere is even more need to investigate 
the essential principles and features of a sound financial 
system, so that practice may conform to principles, no 
matter what the form of self-government may be. 

The second assumption is that the government of India 
will be federal. Part II of the Government of India Act 
of 1935 * has not yet come into operation and at the present 
day the chances of federation l^ing established are very 
remote. The Central Government is in a peculiar slate of 
transition ; while in seven out of the eleven provinces the 
constitution has suffered a breakdown. Yet the constitution 
as given by the Act has been followed in this work. Until 
summing definite is established the student of financial 
administration can only take cognisance of those features, 
which though not in force have yet received full parlia- 
mentary sanction. Hence in many instances the present 
position has been described and the changes that will come 
about on the inauguration of federation have been indicated. 

War 'emergencies are a strain on the financial system, 
for the quickest way of getting things done is not alwayw 

1 . Rdcmd to bereafter as the ‘ Act of 1935 ’ or simply the ‘ Act.’ 
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most ©oonoDjicel nAy." In war-time control orer expen- 
diture sufTeni, specially in departments directly concenied 
with the prosecution of the war, and waste is more evident 
than otherwise. It is jjerhaps not out of place, then, to add 
that this book is concerned with the Indian financial system 
in force in normal times, in times of peace. 

.Sound fuiuncia! administration demands a good 
budget system with efTcctive financial control, trained and 
capable }>er8onneI, and an adequate organisation. Chapters 
I and II arc devoted to a discussion of the principles and 
procedure of the budget system and budgetary control ; 
here it is pro|>Osed to make a few remarks on personnel and 
organisation, which though essential for financial adminis- 
tration, come rather within the scope of public 
administration. 

The working of any system (h'pends very largely on 
the manner in whieli men are organised to work it ; in fact, 
the imjKU'lunt part played hy organisation at tlie present 
day in all spheres of activity is universally admitted. Tlie 
organisation of the different government agencies has a 
large hearing holh on cfTiciency and economy ; for it is a 
truism that hiidgtls cannot l»e hotter than the organisation 
which prepares and exceutes them. Kffeelive organisation, 
paradoxically enough, has to lie Iwth centralised and 
decent rali.sed ; centralised as regards control and general 
direction, decentralised so as to give free pluv to the use 
of discretion hy sulKirdinate agencies ; centralised for the 
purfmse of unification and co-ordination, decentralised for 
detailed and local administration. 

Implied in a good organisation is a well trained, 
honest and intelligent personnel. Tliough a well designed 
aystem is very necessary, yet in practice, however perfect 
the budget system and however ingenious the devices for 
financial ojntrol, they arc worth just as much as is due 
*‘to the integrity, ability and loyalty of the men that work 
it and no more."* It is die men who work the system that 
give the tone and spirit to rules and regulations and set 
a standard of administrative efficiency. Many a less perfect 

1. E. U. Youna, TJU Syslfiu of National Finamct, p. la. 
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and less logical system has proved in practice to be more 
dfective, because of the hi^ standard of the civil servant. 
Given a good personnel, defects in the system may .gnd 
will be easily remedied. But if the personnel is ine^ient 
no sytsem can save itself from ruin. Hence the recruiting 
of ofikers and staff, their qualifications, their training and 
their remuneration are questions fraught with tremendous 
consequences to the financifil system. 

Two accounts of the Indian financial system are 
available, one by Mr. P. K. Wattal of the Indian Audit and 
Accounts Service and the other by Prof. Cyan Chand of 
Patna University. ^ Some writers have indeed included a 
.short summary of financial administration as one 
of the many topics of Indian public finance ; but their 
purpose is obviously, rather to study problems connected 
with revenue, expenditure and debt than the system of 
financial administration. With the introduction of provin- 
cial autonomy in 1937 and the preparations to inaugurate 
federation, all previous accounl.s of the Indian financial 
system have lK*eri rendered out of date. Besides even in 
llie sphere of administration, many experiments have been 
tried and many changes introduced as the result either of 
experience or of present day requirements. 

For the general theory of budgets and comparative 
data standard works on public finance^ and works on the 
budget^ have been consulted. On the English and American 
systems much literature is availahlc,'* particularly on the 
latter because it is in the U.S.A. that the greatest dissalis- 

1 . Mr. Wattal's Finamial .idimnistralion in India (102,')) gives a 
clear and straightforward description of the system then prevailing, 
a de.scripiion tliat is authoritative because it comes from rme who 
is ‘ inside ’ the administration. Prof, Cyan Cltand’s Financial 
System 0/ India (1926) follows a different plan and a critical 
method, and is based on " The System af National Finance " by E. 
Hilton Young, M.P. (now Lord Kennet). 

2 . As those by Adams, Bastable, Fagan and Macy, Groves, Lutz and 
Findlay Shiiras. 

3 . For example, Budyet Making and The Budget in Governments of 
Today by A. E. Buck ; and some parts of books like The Budget 
by Rene Stourm, The National Budget System by W. F. 
Willoughby, and The System of •Financial Adtnimstration of Great 
Britain by Willoughby, VV'^illcmghby and Lindsay. 

4 . e,g. works by Young. Hills, Higgs, Hawtrey and l>avenport in 
^glaiKL the Wiiloughbys, Buck and Collins in the U.SA., Bland 
in Australia, Villard and Willoughby on Canada. 
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faction has b<«n fell witli the prevailing system and attempts 
have been made to go down to the essentials of the budget 
system. On Canada, Australia and South Africa books 
arc scarce, and on France, Germany and Italy, though there 
screm to be excellent treatises, no English translations have 
appeared, as far as the author is aware. The system in 
India, as in llic Dominions, is based on that of the British, 
admitted by all to Ije the l>est system so far devised. But 
we ought to see why this system is the l>est, so that when 
we imitate it we have an intelligent appreciation of what 
we are doing. 

For the details of the Indian system government 
pul'lieations have l»een eonsiilled ; hut information has l)een 
sought, wherever |K)ssihle, at first hand from the different 
departments and olFu ials of the (Government of India and also 
of Pniviiieinl (Governments, mainly Bombay and the (IP. and 
Berar. The object has always U'cn, in collating information 
from diflcM'nl source'^, to analyse the diflerent parts and 
disi'over the basis for each and their merits and demerits. 

Admiiislratiori is a praetioal and complicated subject, 
and theiefore many point-*, with which the administrator is 
familiar, have Ikh-ii terra incopnila for the author.^ But it is 
liofH-d that snh.stantially and in most details the description 
is correct. As regards analysis, the ground is surer, though 
it is jM’rliaps for the first time lliat the system of financial 
administration in India has been .-itudied with reference to 
first principles. An attempt has been made to treat in a 
comprehensive maimer the piidilei-' of financial control 
ns obtaining in our system — also a new feature that is 
intended to etintrihutc to a clearer understanding of the 
sulijeet. It is iniK'h to lx* regretted that the study of the 
system of financial administration in India has not received 
the attention it deserves ; and it is hoped that this humble 
work will serve at least in some degree to stimulate interest 
in the subject, which has a sfiecial significance in our own 
day, which is above all a period of transition. 

1. Tm\'ard® the end of i04O> after tfw book was well under way, a 

oi Mr, ^\aUals Th^ A H.L. of Indian Gin'cmm^ni Finarue was 
received, a booklet which has helped us considerably in not 
into the errors of detail 
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CHAPTER r 


GENERAL PRINCIPLES OF FINANCIAL 
ADMINISTRATION 

Financial administration is a part of public administration. 
If then public administration is the art and science 
of management as applied to a state, financial administration 
is the part of public administration which deals with all the 
finaruial aspects of state management. 

Scope of Financial Administration 

Financial administration as a science is also a 
part of public finance and deals with the principles and 
jiractices involved in the proper administration of state 
finances. Financial administration on its practical side is 
“ that part of government organisation which deals with 
llic collection, preservation and distribution of public funds, 
with the co-ordination of public revenues and expenditure, 
with the management of credit operations on behalf of the 
state and with the general control of the financial affairs of 
the public household The former will deal with 
theory, the latter with procedure. Tins chapter and the 
next are, therefore, devoted to these two aspects of financial 
administration. Now financial administration being a prac- 
tical science admits of many variations and it is, therefore, 
necessary to adopt the comparative method of approadi. 
There are certain principles which are fairly well defined 
and tiiere are certain points of procedure which are common 
to all states, hut beyond that financial administration is 
governed by a number of facts e.g. the constitution and the 
constitutional conventions and usages of a country, its 
political structure, its special needs, and so on. 

The importance of financial administration has 
increased in modern times for a number of reasons. First 
there has been a change in political ideology; the Police 

t Gaston Jeze, Financial Adwnnulration, in Fagan and Macy, Public 
Finance, p. 847. 
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State it giving way to the Service State. The activities 
which a state is chilled upon to perform are steadily increas- 
ing, and more stress is laid on the beneficent rather than 
tlie essential activities. This has resulted in a tremendous 
growth of exp'*nditijre and therefore necessarily of revenue. 
Tlie problems of financial administration were simple enough 
in days gone by; now they are extremely complicated and 
must Ik* handled by experts competent to wade through the 
mass of details and intricacies connected with the adminis- 
tration of state finances. Secondly, financial administration 
has to lie adapted to democratic institutions where the 
legislature — the leprcscntative of the {)eople — controls tlie 
purse. To enable democracy to function financial adminis- 
tration has to be systematised and simplified, so as to be 
witliin the reach of the ordinary intelligent memlrer of tlie 
legislature, at least so far as the oiitli-ies of tlie subject 
are eonceined. Mow to devise a financial system so as 
to wcure efliciency on the one hand and public control on 
the other, bow to co-ordinate the work of the expert and 
the amateur, Imw to promote economy and yet follow the 
wishes of th<* jK-ople has In'en one of tlie most difficult 
problems of modern times. Tliinlly. the irdluenee of science 
and of scientific method lias extended itself to the field of 
financial administration. Science makes for order and 
simplicity and so in finance there lias be*,Mi the search for a 
more simplified and rationalised procedure. One even gets 
the suspicion that people, niuehine-minded as they are fast 
becoming, want something that works automatically. No 
social science, Imwever. can achieve the exactitude of the 
niechunicaj sciences ; yet we can always work for an 
administration that is more simple, understandable and 
efficient. The more the people understand tlie ‘ mysteries 
of state ’, the greater interest will they take in the working 
of the state ; and democracy es.sentially is the contribution 
of every citizen to the problems of the state. 

Problems of Financial Administration 

The scope of financial administration, therefore, extends 
to a system of financial administration and the principles 
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on which the system ought to be based. To value the 
ffiiciency of a system we must first appreciate the aims 
which it attempts to satisfy, the different problems it .has 
to face. The definition of M. Caston Jeze quoted above 
enumerates four processes : (o) the collection of revenues, 
the custody of public moneys, and tlie making of payments, 
\h) the co-ordination of revenue and expenditure titrough 
;i wcII-considered plan, (c) the management of borrowings 
and public debt, and (d) llie general control of financial 
ufTairs of llie state or governmental unit. The first is con- 
remed with the handling of public funds, the second with 
the budget proper, the third with debt ojrerations and tlie 
laxt with financial control. The system by which in modern 
times these processes are put into operation is the budget 
‘-V'.tcrn with which wc shall deal in thi.s and subsequent 
< ha piers. The adoption of a proper budget system is not 
onlv important, therefore, but vital ; for it is the instrument 
for an eflicient and economical administration of public 
ail airs. 

,‘\n analysis of the problems that face financial 
administration tnay also be made from three other angles, 
ic\<“nuc, expenditure and custody of moneys. 

On the revenue side the legisLUure in accordance with 
couxtitutional law determines the souue.s of revenue and the 
conditions under which it may l>e oljtained ; and the 
executive organises and o{)erates a machinery for the 
collection of revenue and the raising of loans. Control is 
exercised through accounts records and l)ooks of accounts, 
and through audit by an officer indejtendent of the executive. 
The results of all these operations are summarised in 
reports submitted to the appropriate authorities. 

For the custody and receipt of pu!)lic moneys and the 
making of payments tliere is organised a treasury system 
in which tlie central hank of the country usually plays a 
leading part. 

On the expenditure side the executive prepares a plan 
of estimated revenue and expenditure and the condition of 
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the public treasury as it ts likely to be mdien the egtimatea 
are put into operation. The estimates are then sent for the 
approval of the legislature, together with suggestions as to 
how a deficit or surplus in the estimates should be treated. 
The legislature considers tiie plan, modifies it to a greater 
or less extent, and authorise.s appropriations for expendi* 
tures. 'Ilie executive tlien sets alxiut its task of spending 
the moneys allotted to it. For tliis purpose it has an 
administrative organisation and a procedure dealing with 
the sanction of ex{)enditure, the examination of claims, the 
dishiirwunent of inoneys, the proper record of ail payments 
supported by evidence for the same. To ensure efficient 
and timely control the executive must keep its accounts on 
a sound system of classification, so that expenditure for 
particular purfMW's may ite easily and promptly available; 
and provide for p«*rio<lieal refxirts showing the progress of 
expenditure against the appropriation and the state of the 
public finances. Lastly, as with revenue, there is an audit 
of the ae<'ounts kept to verify their accuracy and ensure that 
all statutory re<|uitements have lieen complied with. Tlie 
results of audit ar*; suhtniUed by the audit officer in a report 
to the legislature.^ 

Considered chronologically tlicse operations may be 
groufied under six heads : (o) estimating of revenue and 
expenditure, (6) voting of finance and appropriation bills, 
(c) collecting and .spending moneys, (d) accounting, (e) 
auditing, and (/) reporting. 

The foregoing gives a brief analysis of the problems 
of financial administration. \Miatever system may .be 
introduced, it has to provide a machinery for the different 
processes enumerated. Tlie following chapter dealing with 
procedure shows how each of the above main divisions is 
connected with the budget system ; for it is through the 
budget system tliat financial administration is expressed in 
modem times. 

1. VWe W. F. Wiltoughbr, W. W. Willoughbr and S. M- Lindiax. 

The System of Financiai AdmimstrotioH of Great Britain, pp. a-5. ^ 
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Canons or Financxal Administration 

On the practical side financial administration deals 
with specific problems ; on its theoretical, with the prin- 
ciples which should govern the general administration of 
government and the particular organisations for specific 
purposes. In this section are cortsiiiered tlie general 
principles which must be followed to have an effective, 
democratic, and economical financial system. 

First, sound financial administ/'ation demands unity 
of organisation. As in any army, the organisations in the 
stiitc should l)e knit together in a regular hierarchy of 
<-oiitrol. As a result tliere should he centralised respon- 
>ihility. It is essential to good administration that the 
l>crson or persons responsible should be easily located ; 
with responsibility goes the power to direct and command. 
Politically, power must l>e decentralised for effective 
govcniment ; administratively, it must l>c highly centralised, 
rile more unified the different agencies of government are 
and the more centralised the responsibility of the hierarchy 
of officials, the more efficient is the administration. This 
centralisation does not mean that everything is done by a. 
few at the top ; details must be left to the discretion of the 
-iilKirdhiate officers. But it does niean tliat the work of 
t)ie different agencies is co-ordinated and rightly evaluated 
ill any financial scheme of the government. The UJK. 
financial system is the most unified. Treasury control 
brings about this unification and centralisation. In addi- 
tion, the cabinet because of its collective responsibility ia 
forced to consider all the financial affairs as a whole. In 
France the different departments are practically autono- 
mous ; the Minister of Finance is not at all powerful. The 
cabinet itself is weak in the legislature and is hardly able 
to carry out its plans without substantial modification at 
the hands of the legislative committees. In the U.S.A., 
until recently, the administration was considered as separate 
from the executive. The administrative heads approached 
Congress directly, and therefore eflBciency and economy 
suffered. The legislature is not fitted to exercise executive 
2 
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aad Adnihiiitrative power*. CoaBequcntJy, not to stroigthen 
Ae executive it to allow departments to have their own 
W^y. In India, administrative centralisation and control 
have reached a very high degree of efiiciency, the more so 
because at the present stage of self-government, the executive 
is still very powerful. Hen<*, the problem of control 
and responsibility has l)cen effectively solved. 

As we said in the Introduction, we propose to deal 
with financial administration on the basis of democracy. 
Therefore the st'cond main principle of financial adminis- 
tration is conipliaturc with the will of the legislature, which 
is expreswd through the appropriation and revenue acta. 
The executive must collect moneys and spend them on 
purposes specified iiy the legislature. 'Hiis principle does 
not necessarily mean that llie grunt voted must be spent 
during the year, irrespective of othei ronsiderutions as fall 
in revenue, extra exfH*nditure in unforeseen directions, etc. ; 
every appropriation has rather to be considered as a sort of 
upper limit for executive spending. To control the execu- 
tive the legislature takes an aci-ount of the stewardship at 
the end of the year through an audit organisation. 
IjCgislative control over the public pur.se cannot be said to 
be complete unless it takes steps to see that its commands 
and wishes are in fai-l earrieil out. Tlie budget expresses 
and formulates tliese wishes. Tljeiefore the administrative 
and executive agencies must carry out the budget. It is 
true that it is impossible fur the administration to see 
that every small item is carried out according to the 
estimates. Tliis extreme rigidity would destroy executive 
discretion and control, as happens in the IJ.S.A., where the 
budget is highly itepiised, and worse still, mandatory. But 
the executive can and should see that expendituie on large 
heads is not exceeded and tliat transfers within a block of 
expenditure (called an appropriation or grant) are effected 
under a sound system of control. Strange as it may seem, 
even in the U.K., it was not till 186 Q that steps were taken 
to eniure that tlie executive did in fact comply with the 
wishes of the legislature. Audit is a necessary constituent 
of a sound financial system. 
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Thirdly, there must be sioij^ity, promptness and \ 
regularity of functioning. Simplicity is required to 
economise and to make the system understandable to the 
people. Promptness has not always been a virtue of 
governmental financial administration. It is obvious, 
however, that a government cannot alTord to give its 
decisions without due thought and regard for its policy in 
the past or the repercussions to its decisions in the future. 
Regularity of functioning is essential to efficiency. Modem 
life based on speed has increased the importance of 
regularity. A government department cannot afford to 
function at intervals, for administrative work is continuous. 

The fourth requirement is that there should be an 
effective but not too complicated system of control over all 
the stages of financial operations. When there is a hierarchy 
of officials, control is automatically obtained. Lower down 
in the hierarchy attention is paid to detail ; higher up, to 
policy and co-ordination. Then again there must be con- 
trol on behalf of the executive and of the legislature. The 
former is secured through llie Finance Department or the 
Treasury, the latter tlirough audit. In the United Kingdom, 
India, and the Dominions, the Finance Department plays 
a very important part in control ; in the U.S.A., the 
Treasury is definitely weak ; in Fiance, though there is an 
organisation for control, it is ineffective. Again as regards 
audit, the promptne.ss with which reports are prepared, is 
of great value for the exercise of control. TTie tl.K, and 
those countries based on the English model provide for an 
audit organisation with independence and status to report 
on the working of the executive as soon as possible after 
the financial year is over. In France the Court of Accounts 
not only takes too long a time in investigating, but must wait 
for a number of years before the accounts for a particular 
financial year are closed owing to the fact that accounts 
tliere are kept on an accrual basis. In the U.S,A., the 
G«ieral Accounting Office while it is a useful instrument 
for control, differs from the audit organisations of ofiber 
countries. If does not serve the same purpose as audit in 
England or France ; and seems rather to be an encroachment 
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<m executive control of tlw edminirtratioii. While 
fliere must be control at all stages it is not neoesaary that 
ifr must be exercised by the legislature or its agents. 
Perhaps the function of the legislature is best performed 
when restricted to review and policy. Details are entirely 
a task for the administration. 

Further, control must not Ijc complicated or else it 
loses in effectiveness and in economy. Too much control 
will lead to duplication of work on the one hand and to a 
weakening of responsibility on the otlier. For this reason, 
there must lie trained and reliable perw,nnel. No system, 
however perfect it may lie, will work unless the men who 
make up the administration are honest and capable.* The 
recruiting of personnel is, tlierefore, as important as 
the system of administration itself. The stability of the 
country, the continuity of policy, efficient execution of 
sanctioned plans, atul careful handling of finance are in 
great measure due to the men of the Services who by their 
ability and cxfwrienee are in an excellent position to put 
Urge schemes into execution ; and not only to the upper 
ranks of the Services but also the subordinate to whom 
discretion in matters of detail must necessarily be given. 
It is due to good administration that stability in France is 
maintained in spite of repeated changes of cabinets ; it is 
due to capable permanent officials that ministerial govern- 
ment or government by amateurs is at all possible. Even 
if the system of administration is not up to the standard, 
first rate personnel can easily make up for the defects ; on 
the other hand, not even the best devised system with all 
its checks and controls can be effective if the personnel of 
the administration is inefficient or corrupt, for the “the 
public spirit of tlie servants of the state is die spirit that 
give* life to dead rules and regulations ”.2 

t. "In the nwtter of Royerrmwnt a S3r5tcm •well designed is a 'very 
necessary thing ; but in practice a system however weU designed 
is worth just as much as is doe to the integrity, abflhy, and loyalty 
of the men that work it and no more.” — E. H. Young, Tkt Sytfem 
of /ftHoitol Fhtancf, p. ts. 

Z Ibid. 
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The Budget as an Instrument of Financial 
Administration 

We have spoken of the fourfold aim of financial 
administration. That aim is realised through a budget 
system, that is a system in which all the financial affairs 
of the state are regulated through a budget. It is through 
the budget that the executive plans up its revenues and 
expenditure for the coming year. It is through the budget 
that control over the administrative agencies is continuously 
exercised by the executive and at the end of the year by the 
legislature over the executive. The budget does not directly 
control certain functions of the administration e.g. public 
debt management, collection, custody and disbursement 
of moneys etc. Yet every function of a financial nature 
must find itself expressed in one way or another in the 
budget. Borrowing must be authorised by the legislature, 
and before loan moneys can be spent they must be budgeted 
for ; collection of revenues is exhibited on the revenue side 
of the budget, disbursements on the expenditure side while 
moneys in custody are shown in tlie debt, deposits and 
remittance section. 

The budget system has now been adopted by almost 
every country in the world for “ the adoption of this device 
as an instrument of administration is more than important ; 
it is vital if an efllicient and economical administration of 
public affairs is to be had.”* Tins statement will lie 
appreciated when it is seen what a budget is and what 
purposes it serves. Before we discuss the nature and 
functions of a budget it will be useful, however, to see how 
the ‘ budget ’ and tlie * budget right ’ came into being. It 
will then be apparent how important the budget is, even 
before we have dealt with the budget as it is today. 

The Budget and Budget Rights 

The word * budget ’ meaning a leather bag was firet 
need in its modem sense in connection with Walpole’s 

I. W. F. WiHongtibr, Tht Problem of o Nation^ Budget, in Fagan 
and Macy, op. dt, p. 859. 
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financial propoeals which were satirised in a pamphl^ “ The 
Budget Opened” in 1733. In that pamphlet Walpole was 
represented as a conjuror, his budget lieing hie bag of tricks.* 
In 1803 the wtird was used in France to mean ‘ estimates 
of receipts and expenditure,’ though it was not commonly 
uscfi in this M’nse until aimut 1814 Gradually, other 
nations tx'gan to adopt the term ‘ budget ’ in connection with 
their fmanrial opi'tations. In the L'.S.A. it was hardly used 
in financial legislation until so recently as the beginning of 
the present century. The struggle for democracy has always 
l)een associated with the control over the purse, and there- 
fore the development of the budget has followed popular 
government. A public budget as understood today “ is 
impossible except for a |M“opie which enjoys, in some degree 
at least, the const ilutionai right of placing a limit to public 
income and of exercising a control over public expendi- 
tures The budget is not merely, therefore, a report to 
llie legislature by the administrator “ but involves a consti- 
tutional right that such a report shall lie made in order that 
the people may control the finances of the nation.”^ These 
budget rights have nut berm easily won, at least in the older 
democratic countries. In England, f'arliament claimed for 
itself from curliest times the right to approve of taxation and 
other sources of revenue. Tlie whole of tlie struggle during 
the Stuart period was on this point of taxation. By 1688, 
Parliament definitely secured this power to tax as a consti- 
tutional right and l>egan to detemiine the purposes for which 
moneys should Ik* s()ent and the amount to be spent on a 
particular object. When these powers of taxation and 
appropriation were recognised the budget came into exis- 
tence ; for a plan had now to be presented annually to Par- 
liament for its approval both on tlie revenue and expenditure 
side. It took a long time, however, for this finar^al plan 

1 . "The «.wd 'budgei', houRc or bougett derived from the Latin 

word * buiga ’ becotne Gallic, which expressed a bag, a pocket, a 
purse. Its origin is therefore Latin and French, England has 
in>fted it to tlie great Icatlier bag which for a long time contained 
the documents presented to Parliament to explain tne resources and 
the wants ol tlie country,” — ^Journal of the Statistical Sooety, 
London, Vol. xxix, p. 32$. 

2 , Adams, Scitnee of Finonco, p. 104. 3. Ibid., pt. «>5. 
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to be developed into a full-fledged modem budget ; but the 
germ was there. Having fully secured the right to tax and 
the right to make appropriations. Parliament was satisfied ; 
and it was only less than eighty years ago that the control of 
Parliament was made more effective by instituting the Public 
Accounts Committee and requiring the Comptroller and 
Auditor General to ascertain and report how the money 
allotted for specific objects and items had been spent. This 
procedure for holding the executive accountable for the 
budget has completed the budget system. 

In France the budget began to develop after the Revo- 
lution of 1789. The right to vote taxes was vested exclu- 
sively in the representatives of the nation and that riglit has 
been maintained in the different constitutions down to our 
day. The right to control expenditure was not immediately 
realised because the National Assembly lacked both the 
knowledge and the precedent to establish it. The first 
French budgets were produced by the first three Finance 
Ministers of the Restoration. By 1831 the French budget 
system was established. The Cour de Comptes was estab- 
lished during the Napoleonic regime to examine the accounts 
of spending officers. During the Restoration it became an 
agency of the legislature and is now the independent agency 
for the audit of the accounts of the national and local 
governments. 

In India the control over the budget has been an 
eloquent index of self-government. From 1892 the voice of 
the people has been made more and more effective.^ Yet ! 
even today under the constitution large sums are spent with- 
out legislative sanctions ; at the centre even as much as four- 
fifths of the expenditiure is non-votable. 

In Germany, the budget system was started late. In 
the first German Reich of 1871 as well as under the Weimar 
constitution of 1918 the executive was very strong. Undor 
the Weimar' constitution the cabinet was responsible for the 
national budget. The Finance Minister assembled die 
1. Vide Ch. Ill, /tidia im Transition. 
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catMiMiUM. Audit of account* was carried cm by the. 
Rqebnun(^of. At preaent Germany is dominated by Hitler 
and the Nazis ; and constitutional government has been 
dirown to tl)e winds. 

Thcise four illustrations show how important budget 
rights arc in f)opular government. He who controls the 
purse, controls the slate ; and the budget system b but an 
instrument for the j>eople to control the purse. Hence the 
importance of the budget system. 

Dt:FiMTio.v OF A Budget 

Strange as it may seem, specially in view of the long 
uae of the word and (lu; study devoted to it in many countries 
in recent years, the term ‘ budget ’ has not yet acquired a 
precise meatiing on which there is general agreement. Is 
it a mere estimate of revenue and expenditure ; or should we 
take it as synonymous with a revenue and appropriation 
Act ? Rene Stourm defines tlie budget of the state as “ a 
document containing a preliminary approved plan of public 
revenues and ex|)en(litures.”* To (iaston Jeze “ the budget 
in modem states is a forecast and an estimate of all the 
public receipts and expenses, and, for certain expenses and 
receipts, an nutliori-salion to incur them and collect Oiem.”^ 
Paul 1 .eroy Beaulieu’s definition is very comprehensive, for 
tl»e budget to him " is a statement of the estimated receipts 
and expenses during a fixed period ; it is a comparative 
table giving the amounts of the receipts to be realised and 
of the expenses to be incurred ; it is furthermore an authori- 
sation or command given by the proper authorities to incur 
the expenses and to collect the revenues.”'^ 

In India certainly there is a great difference between 
die estimates and die granting of appropriations by the 
li^slature. The former is an approved plan of revenue 
and expenditure, to use Stourm ’s expression ; the latter is 
an authorisation of the legislature given finally in a 
* Scfaedtiie of Authorised Expenditure.’ The estimates show 
1. Tkf Sudgfi. p. 4. 

Z. Quoted liy W. F, Willoufrlibr, A'a/wc amd pHactiotu of a Buigtt, in 
Fagui and Macy. op. dc, p. 86a 
A Ibid. 
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what and how the executive wishes to spend in a particuloi: 
year ; Init it is the sdiedule of audutri^ expenditure that 
gives legal authority to the executive to spend and indicates 
the amounts within which the expenditure must he kepU 
In the last resort it is the schedule with reference to which 
the legislature will bold the executive accountable. 

A. £. Buck speaks of three essential elements in a 
budget : “ (1) a Lancia! plan, (2) a procedure for for- 

mulating, authorising, executing and controlling this plan, 
and (3) some governmental authority responsible for each 
successive stage in this procedure,”’ thus taking tlie budget 
in the general sense as meaning the budget system. The 
financial plan by itself he calls tlie budget proper. The 
use of the word ‘ budget * in two senses is often misleading ; 
and we think that the tliree elements enumerated by A. E. 
Buck should be referred to as the ‘ budget system ’ and not 
simply the ‘ budget 

On closer examination the budget is not merely a plan, 
as Stourm and Buck would say ; it is something more. 
W. F. Willoughby has struck the right chord when he says 
that the budget is at once a report, an estimate and a pro- 
posal that it is the instrument’^ by which all the processes 

1. The Budget in Goi’ernments of Today, p. 46. 

2. " It should be at once a report, an estimate and a proj>osaI. It is 
the document through which the chief executive as the aulliority 
responsible for the actual conduct of (fovernmcntal affairs comes 
before the fund-raising and fund-granting authority and makes full 
reports regarding the manner in which he and his subordinates have 
administered affairs during tlie last completed year ; in which he 
exhibits the present conditions of the public treasury ; and «>n the 
basis of such information sets forth his program of work for the 
year to come and the measures in which he proposes that such work 
shall be financed.” — \V. F. Willotighby, The Problems of a Budget, 
in Fagan and Macy, op. cit., p. 861. 

3. *' The budgfet is a document through which all this information is 
brought together in one consolidated, co-ordinated, and comparative 

statement is not w much one of the distinct financial operations 

of the government as the means through which the several operations, 
actual and prospective, are brought together and clearly presented 
to the end that they may be ail considered at one time in their 

rclatioa to each other It is the one thing which brijigs detaclKd 

operation\ into a laical and harmcmioos system, and permits con- 
sideration of the activities and cost of the government as a whole. 
Without it a country can scarcely be said to have a financial system, 
certainly not a scientific system.” — Willoughby, WilloQgidqr and 
Lindsay, op. dt, pp. 7-& 
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of a financial administration enumerated in a previous 
ae^ion’ are correlated, compared with each other and co- 
ordinater] into a complete whole. The budget is no doubt 
. a plan ; but it is also a report and most of all the instnunent 
iof financial administration. And it is because of this last 
'element that the budget considered as a plan is so important 
in the financial business of the stale. 

Hence though there is no clear-cut definition of the 
term ‘ budget we know fairly well what it stands for. The 
confusion that aris<’s is chiefly due to the word being used 
in two scmscs to denote the budget proper as well as the 
budget system. ThroughotU this Imok the word ‘ budget ’ 
when used alone will stand for the budget proper, for the 
budget which is at once a rejmrt to the legislature of the 
transactions of the last completed year, an estimate of the 
next year's re<juirementH and a revised estimate of the cur- 
rent year’s, a plan and a proposal from the budget-framing 
authority to the fund-raising and fund-granting authority 
through which the finance of the stale will be controlled. 
In all other cases the terms ‘ budget system ’ or ‘ budgetary 
procedure’ or ‘budget control’ will be used to denote the 
system which centres round and works through the budget. 

Tlie budget system, as we have seen above, is the 
means by which financial administration for the most part 
is expressed ; and therefore what has been said of the 
requirements and functions of financial administration applies 
equally to the budget sy.steni. llie budget system must pro- 
vide for uuil)r and cenlialisation, for control at all stages 
of budget procedure, for simplicity, promptness, regularity, 
and efficiency of functioning, arid for trained, cap^le and 
reliable personnel to work the system in the ri^t spirit and 
to the Imt advantage. 

Essential Characteristics of a Budget 

Obviously the budget should possess as many good 
FitHtnaal Administration. 

% WiilouKhby, Willoughby and Lindsay remark that the different bud- 
get stages should dovetail into each other and "only as tins k 
tune «n a country be said to haye an effective scheme of financial 
IMiministratioa. — opi cit, p. 4. 
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qualities as possible ; yet we may reduce the essential ele* 
ments to four : (o) comprehensiveness and unity, (6) 
equilibrium, (c) economy and accuracy, and (d) annuality. 
It would appear that all other qualities are directly or 
indirectly included in these four.^ 

G>mprehensiveness and unity- are perhaps tlte most 
important features of a budget. By comprehensiveness is 
meant that the budget brings togellier in one consolidated 
statement all the financial requirements of the government, 
whetlier of income or expenditure, and all the facts of the 
financial conditions of the government, whether these require- 
ments and facts relate to the experience of the past or the 
problems of the pre^nl or the estimates of the future. In 
other words the budget must show all the income and all the 
outgoings of the government ; and this not in several un- 
related totals hut in a unified statement. Of no government 
can it be said that its revenues are unlimited, and hence 
there must he a division of revenues against the different 
claims of expenditure. Government must decide on a 
consideration of relative as well as absolute values, the 
importance or urgency of the purpioses to which funds will 
be appropriated. To perform this task efficiently, goveni- 
ment must consider all tlie needs at one time as a single 
problem. Hence comprehensiveness refers to the inclusion 
fof all facts bearing on all ‘ the incomings and outgoings * 
of government, unity to their inclusion in one plan. 

To appreciate the significance of past operations and 
the purpo^ of the proposals for the future the budget must 

1. Leon Say (quoted by Stourm, op. cit., p. 145) enumerates four 
qualities: the budget must have unity, be prepared annually and in 
advance, and represent an accounting personality. " It is necessary 
to enclose a budget in a monument, the arrangement of which can 
easily be discerned and the outlines of which arc apparent at a 

glann It is necessary that the contract be limited in its duration 

The Legislature would become responsible if the budget were 

set in operation prior to the Legislature granting the right The 

budget is- voted as a birth certificate of a person whose destiny it is 
to move around for an entire year.” 

2. Regie de Fumiversalile and r^gle de I’umle — The rule of universality 
and the rule of unity— as the French writers have it. 
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be complete and detailed,* oo as to show the mlationabp 
between past and anticipated results clearly. ITic English 
system provides for this unity and comprehensiveness 
through the consolidated fund. All income goes into this 
fund ; out of it all expenditure is met. Hence the budget 
gives gross figures^ exhibiting all the details of income and 
expenditure. In France certain funds are outside the general 
budget altogether, and the railways have complete budgetary 
autonomy ; but otherwise the budget is very detailed antf 
all-inclusive. In the II.S.A., the device of the consolidated 
fund has not l)een adopted, and so theie are a number of 
funds for specific puriwses. The budget is comprehensive, 
thougl) unity suffers us all the items cannot be considered 
against total revenue. j 

In India the centre and each of the provinces has its 
own public account to whicli all public revenues are credited 
and from which all public ex|)endilure is met. The Indian 
budgets are very detailed and complete. The railway 
budget is separated from the general budget. The question, 
therefore, is whether such a device destroys unity or com- 
prehensiveness. If use is made of special auxiliary budgets 
for public entcrjirises of a commercial or industrial nature, 
so as to separate their finances from the general finances, 
and yet to co-ordinate tliem witli the general budget by 
stating the net results therein, tlie unity of the budget is not 
destroyed. Industrial and commercial services are not tiie 
essential functions of government, and may tlierefore be 
separated from the general budget, where their presence 
either unduly inflates tlie figures so as to give a wrong idea 
of the cost of government, or is a source of great uncertainty 
in maintaining the balance of the governmental budget, — 
both of which reasons apply to tlie railway budget in India. 
Auxiliary budgets may even be a means to provide fuller 
inlormation of the services they refer to. But the same 

hudatt must describe in extenso all the operations relating to 
nventie and expenditure dearly and frankly.”— Stonrm, op. cit., 

P - 144. 

^ ^ 552 ?**** appropriations in aid — small amounts of 

mcome wider a particular head which are taken straiduwav at 
rabetions against expeoditare. 
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advantage would not accrue if independent budgets were: 
resorted to. These definitely violate the principle o{ com* 
prehensiveaess and unity. 

Qosely connected with this principle is that of equili- 
brium. After all there is no meaning in getting all the 
items of income and expenditure together unless it is to 
formulate a balanced plan. “The balancing of revenues 
and expenditures is rightly deemed to be of the essence of 
a budget. In this way only can the relationship between 
the two sides of the national accounts be established, and 
the effect of the action had or proposed upon the financial 
situation of the government be made known.”' On this point 
of equilibrium all writers are agreed. Every Minister of 
Finance stresses the importance of budgetary equilibrium, j 
Continued deficits cast a reflection on the financial credit of 
a country, affect its borrowing powers and are a symptom 
of instability ; and tliis insHbility may iffect the economic 
structure Uirough business uncertainty and financial disorder. 

Though stressed in theory, in practice this principle is 
not easy to follow, A balanced budget is one in which t 
anticipated income exactly offsets the estimated expenditures, ^ 
Hut that is not sufficient. A budget must also be balanced 
in its actual results and therefore maintain its balance at 
the end of the financial period. To provide for variations 
— and variations there will be because estimates can never 
be exact — the budget provides for a small surplus. To 
have a large surplus at the end of the year also indicates 
poor estimating. Only on rare occasions^ should such i 
faults of heavy deficits or large surpluses occur. 

In connection with budgetary equilibrium the plea has 

1. W. F. VVilloughby, The Nature and Functions of a Budget, in Fagan 
and Macy, op. dt, p. 863. Willoughby, Willoughby and Lindsay, 
speaking of the btxlget as a financial plan say : “ It is of the utmost 
importance that this fundamental character and purpose of the budget 
sh^d be clearly apprehended. It is the one thir^ which bind* 
detached operatioas into a logical uid harmonious system and 
permits consideration of the activities and cost of government as 
a whole.*’— System of Financial Administration of Great Britedn, 
p. 8. 

2. £ 4 . eeonomic depmsioa or war or spedai aritidfalU. 
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been put fonvard for balancing not each year'a tedget but 
a teriea of budgets extending over a number of year* corres» 
ponding to the economic cycle. Tbia question of ammaf 
versu# cyclical budgets is considered laler.^ 

Economy and accuracy form the third quality of a 
good budget. Stourm agrees that the budget in\ist estimate 
revenues and exjictidilure as accurately as possible, though 
he consitlers economy as not being “ a technical qualifica- 
tion inherent in the mechanism of the budget ’’^ He 
appreciates, as he says, the spirit of order and economy, 
desire for reform, etc., that may inspire the framers of the 
budget plan ; hut he considers them to be natural and 
personal qualifications. 

Accuracy is essential if e<juililirium established in 
the estimates is to l>c maintained to the end and realised in 
‘ Uie actuals. Besides an estimate, unless it is fairly correct, 
ceases to be an estimate and degenerates into a mere guess. 
Economy is also required Iteeause, as we saw above, the 
budget is not just a plan hut the instrument of financial con- 
trol ; and financial control ha» economy for an important 
aim. Accuracy has never lieeti a hall-mark of American 
budgeting. British and Indian budgets in that respect are 
far superior. For economy Uie British and Indian systems 
have a central co-ordinating and revising body in the 
Treasury and the Finance Department ; in France and the 
D.S.A, tJie legislature undertakes a task for which it is not 
well qualified, namely, the re-framing of almost the whole 
budget. 1 

The last feature of present-day budgets is, what has 
been called, annuality, i.e. budgets are prepared for one 
year only. The year is a customary period based on 
natural phenomena of great significance for the economy oi 
a country- It is a natural cycle ; but perhaps the most 
cogent reason for taking the year as a standard is that “ it 
is not too long for accurate estimating ; and it is probably 
the shortest period that will not consume too much of the 


1. Vide Ch. I, of Budj^ts. 


2 . Th* Budget, g. 146. 
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legislative aeaaion in due consideration o£ the budget”.* 
This annoality does not mean that every item of revmiue and 
expmiditure must be discussed or vot^ every year ; there 
is mudi in the budget that is the result of different pieces 
of legislation and as r^ards which the legislature acts best 
by being silent, e.g. salaries of judges, requirements of con- 
tracts made by the state, etc. 

However, though tlie year has been very generally 
accepted, the date of commencement differs from country to 
country, and depends very largely on the custom of the place 
and on the factors that influence accurate estimating. The 
practice of different countries in this regard is considered 
in the following chapter.^ 

From what has been said above, it is clear that the 
budget performs lliree functions. First, it provides infor- 
mation of the past and proposals for llie future ; secondly, 
it is a plan showjng bow much revenue might he expected 
and from what sources ; how much expenditure will be 
incurred, on what services, in what amounts, and how any 
surplus or deficit will he met. Thirdly, it is an instrument 
of control. Tlie fact that the executive must secure the 
approval of the legislature every year is itself a guarantee 
against executive tyranny, for at the end of the financial 
year comes the day of reckoning. Audit examines the ' 
accounts, and submits a report of its investigations to the 
legislature. 


Government and Business Budgets 

Superficially the two seem to be alike for both are 
concerned with estimates (which are a measure of pro- 
bability) and the formation of a balanced plan ; both 
aim at maintaining financial stability. But fundamen- 
tally they differ because the purposes of the state are totally 
different from those of industrial or trading companies. 
The latter budget positively for greater expansion of acti- 
vities on the basis of maximum net profit ; the former 

1 . A. E. Buck,* op. cit, p. 137. 

2. Vide Ch. II, Tim* of Preporation, 
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budgets in a negotitv direction by trying to keep down 
figures to the lowest consistent with efficient administration. 
A government emphasises, dierefore, its expenditure side ; 
it scrutinises all items so as to determine the maximum 
amount of expenditure, and only when diis is done to arrangs 
its revenue policy so as to balance expenditure. Government 
therefore aims at keeping taxation to the lowest possible level, 
llleise distinctions wear down somewhat when we consider 
tlie budgets of services conducted on commercial or quasi- 
commercial lines. 

Another difference between state and business budgets 
arises from cost control by which the business is able to 
cheek the cost of production at regular intervals. For 
' example, in India, except in certain departments as the 
defence services and commercial establishments, govem- 
i ment does not provide for costing ; for accounts are main- 
tained on a departmental basis and not to show the cost of 
any object of expenditure. Tlien again there are the 
. S'ntrinsic differences in the nature of the services provided 
by government; with the result that comparison even between 
the expenditures of various departments is difficult. 

A government budget is rigid because on Uie one hand 
it is the expression of policy, and on Uie other hand it is 
very largely enforceable at law. A business budget has 
necessarily to l>e flexible, liecause it must be modified to 
suit changing conditions and has no legal support. Lastly 
the business budget has a great value as a co-ordinating 
influence on business policies and plans ; the state budgeting 
system cannot so strongly claim this advantage because of 
the unrelated nature of state services and the general absence 
of long period planning. Certainly the Finance Department 
and the cabinet do co-ordinate the different estimates but 
never in any scientific manner ; for there are no means with 
wbicdi to decide certain matters with accuracy.^ In business 
dw co-ordination is almost mathematical. Again the gov- 
emment budget period is the year, as a longer period would 
lead to less accurate budgeting ; business fimri make good 

1. e 4 ;. proikortkia shotdd fo to defetwe sad WtWt to odsraHon. 
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«ue of long period budgets,^ whose diief advantage oonaiats 
in enabling short-period policies to be co-ordinated in definite 
programmes of developmenL 

Kinds of Budgets 

In the first place budgets may be annual or for a longer 
period, usually by economic cycles and chiefly for capital 
programmes. All most all governments have adopted the 
annual budget^ and that for many reasons. The year is a 
natural cycle on which most of our customs and practice 
are based. A longer period would militate against accurate 
estimating : a shorter one would take too much of the time 
of die legislature. Long period budgets, particularly where 
the executive depends on a majority in the legislature, are 
almost worthless ; for the majority might change and 
each party has its own policy to follow. An annual budget 
provides for quicker rectification of errors than a long period 
one. The argument for cyclical budgets is based on econo- 
mic trends. Economic life, it is said, is marked by cycle* 
of pros|>erity and depre.ssion ; and government ought there- 
fore to consi<lcr the period as one unit, lliere may be bud- 
get deficits diirini' the depression but they could lie counter- 
balanced by surpluses in the good years. For example^,, 
towards the end of a depression reduction of direct taxation: 
might give such a psychological fillip to industry, that in a< 
short time there would accrue substantial surpluses. The! 
public could be directed to pay attention only to the final 
results, regardless of any surplus or deficit at any interme- 
diate stage. The first difficulty is, how is it possible 
to determine accurately the length of an economic cycle ? 
Secondly, if it is difficult to estimate accurately for a year, 
how can estimates for three or four years or for a longer 
period be even roughly approximate ? Thirdly, public con- 
fidence in the financial stability of the government would be 

1. Specially as regards capital programmes. 

2. There are some .American States which have biennial and one or 
two which have quadrennial budgets. 

3. The late Mr. Neville Chamberlain as Chancellor of the British 
Exchequer drew attention to such a scheme in order emphaticaUF 
to reject it — Vide Budget Speech, April 25, i^S3- 

3 
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duken. A« Mt. Gbamberlain said, (if he resorted to bor* 
timing now to be repaid by a surplus at the end of three 
jFears) “ everyone wuuJd perceive that I was only resorting 
to the rather transparent device of making an unbalanced 
Imdget look respectable.”* 

The Finance Meml>er of the Government of India 
introducing the budget for 1940-41 also referre«l to long 
period budgeting. ” The view is rapidly gaining ground,” 
he said, “that budgetary finance hliould not lie t(K) closely 
circumscril*ed within llic watertight compailment-* of single 
Buccessive years, and that in a pi-riod of prosperity instead 
of making the whole of the surplus of national income 
* fructify in the pockets of the people ’ the government should 
drain on it to an extent which will enahle it to bear less 
heavily on the country in a laniod of depression. Ibere is 

obviously great foice in this view *’ But the fact 

remuin.s that cycli<-al Inulgeting, though it seems to have 
the advantage of dealing with economic periods, is yet faced 
with overwhelming practical difticnlties and requires a very 
i^ng government to resist the temptation to resort to such 
a device to put oil the e\il day for relrenchmcnl or taxation. 

Long pi'riod Inulgeting has been advocated, at least so 
far as capital programmes are concerned. This requires a 
aeparalion of the budget into two parts, current and capital,-^ 
and of the total government expenditures according to the 
means of financing tliern. The first is intended to show how 
much is needed to keep the government going, Uie second to 
«ffec,t improvements or invest in properties or other lasting 
assets. The difference also suggests the distinction in the 
ways of financing them — Uie former from revenues, the latter 
from borrowings. But even where the budget is separated 
into these two parts, Uiey must be presented together and 
in such a form as to give, one picture, or else the budget will 
lack the essential element of unity. Long term financial 
plaiaiing has already been effectively employed in connection 

1 . l&Miset Speech, April 35, 1935. 

Z Some ti m w referred to u “operating” and “ improvemeat ” hodgets 
in ifae U.S.A. 



GSmOUX. PKINCIFLBS 


35 


with the capital budget in several American Municipali> 
ties. There aeons to be no difficulty against accepting such 
planning, provided for each year the unity of the current 
and capital parts of the budget is preserved ; for in that 
case capital budgeting is in the nature of a programme spread 
out over a period of time but always co-ordinated with each 
year's current budget. Such capital budgeting has much 
to recommend it.* 

In India, as in Great Britain, there is no capital acwunt 
in the sense tliat a large business has one, though capita! and 
income arc separated for certain purposes, hi the U.S.A., 
the practice is very much the same. The great danger in 
separating the budget into current and capital is that 
in time of hardship the government passes on to the capital 
budget what should properly come under the current budget. 
If necessary safeguanl- are taken to prevent abuses, long 
term financial planning is useful. 

AnoUicr division of budgets is into inde|>cndent and 
auxiliary (or annexed)- budgets. The latter are co- 
ordinated with an independent budget usually on a net basis, 
that is, the net surplus or deficit of eacli annexed budget is 
shown in tlie main budget. Auxiliary budgets are useful 
for commercial undertakings or services. These undertak- 
ings are expected to lie self-supporting, and an auxiliary 
budget can promote this policy by bringing into sharp relief 
the revenue and expenditure pertaining to it in a separate, 

1. Buck sav!. : “.Such plarminR enables povcmmental aulhorilics to 
anticipate capital movements over a |K;ricxl of time, to arrange them 
more or less in order of their urgency, and to distnhutc their total 
cost in the manner least likely to overburden the revenue system of 
the government. When once satisfactorly worked out, a long term 
program obviates avoidable borrowings for capital improvements and 
stabilizes, in a large measure, the financial demands upon the gov- 
ernment for such improvements. Not only capital, but also current 
expenditures, may lie brought into the programme by anticipating 
tile running e.xpcnses of the government and its debt service in 
aggregate amounts. A program of this character can be prepared 
for a period of five years without great difficulty and with a fair 
degree of accuracy when economic conditions are at all normal. The 
experience of . Soviet Ru.ssia. not to mention local govermnenta w 
other parts of the world, has fully demonstrated that tiiis is feasible.* 
— Th* Budget in Governments of Today, p. 139. 

2. The amtnrA budget in France has long been in use. 
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detail^ atstement. Stourm* tbougbt that in France &e 
fuanexed hudgets tended to destroy the unity of the budget 
and render financial control difficulL Jcze writing after 
the world war of 1914-18 considered the practice workable 
and desirable and as not impairing budgetary unity. Allix 
in 1931 approved of tiie independent budget for the French 
Railway System that was then recently introduced, and went 
further by advocating that independent budgets should be 
used for all important self-supporting undertakings. Inde- 
pendent budgets give a certain autonomy to an undertaking 
but they impair both eomprehensiveness and unity. The 
deviee of auxiliary budgets is sound but it has to be used with 
discretion. First, the undertaking must be large enough to 
deserve an auxiliary budget or there will be a large number 
of small lmdg<*ts which instead of helping examination will 
make it more tedious. Budgetary unity is an important 
factor not to Iw lightly discarded. Sccotuliy, if the under- 
taking, industrial or eummcrcial, is so large as to disturb 
the general budget, tliere is a clear case for an auxiliary 
budget. 'I'he Hailway Budget in India is an auxiliary budget 
and was introduced ** to relieve the general budget from the 
vudcnl fluctuations C4»used by the incorporation therein of 
the railway estimates and to carry out a continuous policy 
based on the necessity of making a definite return to the 
general revenues on the money expended by tlie State on 
railways.”'^ Tlie third advantage of an auxiliary budget is 
that it enables proper scrutiny by the legislature. 

Tlie independent budget for public undertakings is 
favoured by some and has been applied mainly to publicly 
owned railways in Germany, France and Switzerland. It 
has been said that commercial undertakings must be free 
from the rigid control applied to the routine departmoits 
and from the politics and meddling associated with legisla- 
tive consideration of the budget ; free to maintain accounts 
on a commercial basis, to hold balances at the end of the 
fiscal year for working capital funds, to Kt up reserves 
against depreciation, to plan for longer periods thm a year, 

2 . Assembly Resotudao of zotfa September, 1994. 


1. In 1913. 
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etc. For all these considerations public commercial under* 
takings should have an independent budget We think, how* 
ever, that the device of auxiliary budgets is the more 
desirable. Unity of the budget is preser\'ed ; and all 
undertakings by the state are brought, as they should be, 
under legislative review. The railways in some countries 
enjoy a deal of financial autonomy tlirough tlie independent 
budget ; but we think that an auxiliary budget serves rt]ually 
well. The Act of 1935 sets up a Federal Railway A\ithority 
for India which will In* free altogelljer from the control of 
the legislature. In 1926 the French railway system was 
made a corporate entity and given a large measure of 
financial freedom. The railway budget was not voted by 
Parliament but already, as Allix maintains, this has evoked 
justifiable criticism from the legislature. Tlie Senate Finance 
Committee has declared that Uie suspension of direct legis- 
lative control ought to lie temporary. 

Another kind of budget is that classified as ordinary 
or extraordinary.* An extraordinary budget is a device for 
emergencies.- Expenditure and income in such a budget 
are separated from the ordinary or normal budget ; but 
there is the tendency in such cases to transfer expenditures 
from the ordinary to the extraordinary part. The ordinary 
budget is then halanced hut this balance is a fictitious one. 
Tlie extraordinary budget then in its original sense and for 
its original purposes ceases to be and Incomes rather “ the 
juggler’s c^p, by means of which the Finance Minister 
disposes of the deficit ” ; and if balanced at all, is balanced 
by borrowing. This sort of division tends to divide the 
budget sharply, so that unity suffers. But the greatest 
defect of this device is the abuses which it makes easy 
through manipulation of budget items. France and Belgium 
have been using it regularly ; Germany used it in connection 
with war indemnities and reparations payments. Italy broke 

1. This classification closely resembles the current and capital budgets 
spoko) of above. 

2 . Emergencies may arise from exi>enditure having increased much 
beyond the original estimates or from income not coming up to 
expectations owing to a sudden change in economic conditions. 
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off Ac practice of the extraordinary budget in 1923- WiA 
the New Deal Ae U.S.A. has gone in for a double bud^t, 
#bicb is only anoAer name for an ordinary anJ extraordinary 
budget. India, following Ae EngliA system, luts (ortiuiately 
been free from such dangerous practices. 

0>rrectivc and Supplementary budgets are onoAer 
means to correct^ Ae budget as put into execution at Ac 
commctHTnient of the financial year The corrective budget 
U8f^d in KraiU'c is a second budget, superseding Ae first, in 
order to ndjunt the e((uilibrium of Ae first budget, if it has 
been disturlMid by current conditions. Budgetary balance 
is no doulit preserved in this budget ; but the defect lies in 
Ais, that as a regular feature it tends to make Ae legislature 
treat U>e original Imdget as merely a tentative plan, Acreby 
encouraging earcless binlgeting, and secondly that It umtrola 
Ae expenditure of only a part of the year. France used 
rxjrrectivc bu<lgets from 18f)2 to 1871 ; Germany from 1920 
to 1923, adopting from one to a dozen during a single year. 
A corre<‘live budget was also enjployed by England in 
Septenilier 1931, when it went off Ae gold standard. The 
supplementary budget, also complete in itself, is by way of 
an addendum to the original budget.- It does not supersede 
Ae original inidget nor tend to unbalance it ; and besides 
clearly shows the increases or decreases requirtd in the 
original estimates. Hence it is preferred to the corrective 
budget. More usually, Ae practice of supplementary 
appropriations is followed whereby additions to tlie original 
budget are sanctioned. A supplementary budget is also 

1. If the need for a corrective or supplementary budget arises as a 
result of faulty hudgetinK. such budKciary practices deserve to be 
fully c<«Mlcinnfd. Tlje vxecuti>’e is aware perhaps that some items 
will nsit find IcRisUtive approval if submitted with the t>rdinary 
estimates, or perhaps that an item has a gocxl chance of pa.ssing the 
House if only it is underestimated, hut is fully confident that in 
the hurry of a fresh budget — when estimates have ceased to excite 
the House or rouse public opinion in the press — such items will be 
passed without much ada A corrective or supplementary budget 
for such purposes necessarily diminishes the value of the original 
estimates. 

2. Used in England and India, only on exceptional occasions e.^. 
dnrlng war-ttme. 
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required as a regular feature, when Uie budget, as in the 
U.S.A., is very highly itemised and therefore rigid. Such 
a state of affairs, however, calls for more elastic budgets 
rather than the dangerous expedient of supplementary 
budgets. 

One more type of budgets may be considered — groJS 
and net budgets. Should the total hgures for receipts and 
expenditures t>e given in llie estimates or only the difference 
between tlie two ? The gross amounts, we think, ou^t 
to be shown, for as Gladstone said, “to render Parliamentary 
control effectual it is necessary that the House of Qtmmona 
should have tlie money transactions of the year presented to 
it in one mass and in one account.” Most governments 
follow the practice of gross budgeting for it helps to remove 
suspicions of backdoor manipulations ; though there are 
minor exceptions to it in the shape of appropriations in aid« 
etc. 

It is objected that gross figures unduly swell the budget, 
specially the commercial services. 'Flie objection is easily 
overcome by having annexed budgets for commercial 
services. In tliis way only net figures are carried to the 
general budget, while all details arc available in the form 
of an appendix. It is far liettcr to have gross figures and 
swell the budget rather liian use net figures and make the 
budget more mysterious to the ordinary legislator than it 
need be. 

Tlie use of gross or net figures is of importance in 
connection with the revenue yielding departments. In the 
middle of the last century revenue departments in England 
deducted expenses of collection before submitting estimates. 
This method was condemned by a resolution of the House 
of Commons in 1848. At present gross figures are giv«j 
and the estimate for collection expenses is included in the 
budget. This method, as will be seen later, is rendered in' 
dispensable when a general or consolidated fund or public 
account is established in a country, for such a fund or 
account requires that all receipts should go into it and aU 
expenditure met from it. 
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Form and Contents of a Budcet 

. Because the budget is a report on the past and a plan 
lor the future, the form and contents of a budget acquire a 
special imf)ortam%. 'fhc budget must contain all informa* 
tion that is necessary to give a complete and accurate picture 
of the financial plan fur the year and of the financial condi* 
firm of the government. That information must l>e couched 
in a form that is simple, clear and easily utulcrsUMid. The 
kind of data and documents needed, the class! Beal ion to lie 
followed and the method of prcs<*iitaliori must lie so selected, 
aa to enahlc the ordinary memiier of the legislature to vote 
on, and the puhli' to follow, the diflicult pruhlcms presented 
to tliem. Hence there, usually, arc the detailed estimates 
for the ditVerent arlivilies of the government, summary 
•tatements of this mass of details, and a message or 
speech that interjirets and in general explains the salient 
features of the budget. On this information is based the 
finance hill for revenue and the appropriation hills for 
expenditure. 

Tlie estimates are a huge mass of di'tails covering 
every activity of the governtnen!. But this mass, to lie 
intelligible, must lx* well classified. \'et even in Kngland 
there is no seientifie analysis of exjiendilure.^ For the 
purpose of enuhliiig eoni[iarisons to lie made and main- 
taining continuity, the classification of items and the general 
presentation ought to lie permanent as far as possible ; and 
no change introduced witliout ample notice, as oUjerwise 
the real budgetary position will not lie understood. 

In llie IJ.S.A. scientific classification is a recent 
adiievement, yet the advance liotli in theory and practice 
has exceeded, it seems, tliat in any oilier country. Income 
ia now classified according to sources from which it is 

1, * In the lanter estimates the votes and siih-lieads do not record the 
total cost o( any specific <j4)iect of expenditure, but show the cost of 
a item, such as (lay, which is relevant to many serWees. The 

result is that it is impossible to calculate tlie true and complete 
46aat of »m particular service, an obs-ious handicap in critidjung 
expense. Comparison is thereby made more difficult " — J. VV', Hills,. 
Tit FHMMcr o/ G«vtmm<mt, p. 35. 
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derived, collecting agencies and funds to wiiicfa receipts are 
credited. Under sources would come revenues, borrowings, 
liquidated assets and sometimes currency manipulation. 
Revenues are further subdivided into those from taxes, 
fees, privileges, services, sales, interest, etc. Classification 
by collecting agencies is simple but not helpful, if more 
than one tax or duty is collected by it. Classification by 
funds is required where all moneys do not go into a general 
or consolidated fund. FZxpenditure is classified on five 
bases: according to functions |M*rformed, the agencies or 
organisation units responsible for the services, the objects 
and character of exjiemlilurc, and funds from which 
particular expenditure is financed- Classifieation by 
function is not logical ; as it is often the mere product of 
historical ai’cidciit, or of the manipulations of infliiential 
politicians who wish to increase their pri'stige hy magnify- 
ing their olFice, or even of Uie mutual jealousy or vested 
interests of ofiioials. Classification hy organisation units 
lacks uniformity but fixes administrative responsibility for 
expenditure on a particular department, and is therefore 
essential for financial control. The classification hy objects 
gives great unifomnily hut is liable to great difficulties in 
accounting and statistical analvsis.* If cxpfMuliture is 
divided into current exjienses, fixed charges and capital 
outlay, then we have a <haraeter classification and it serves 
to distinguish operation and maintenance exfienditure 
from that which increases outlay. When expenditure is 
classified according to the fund from which it is met, we 
have a classification of expenditure hy funds. 

The summary statements of estimates are useful to 
take in the whole situation at a single glance, as it were, 
and to know the relative costs of the different services. 
The budget spieech gives life to the dry bones of budgetary 
facts and figures, and by a simple and summary presentation 
of the budget helps to rouse public opinion on the budget. 
The budget speech is one of the most important items of 
the budget session ; both the legislature and the people look 
forward very eagerly to it. Where there is only a message 

1. Sttdi a dassificatiaa bv objects is applied in some states of Australia. 
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ham dw Chief Executive Ucked tm to the estimates Ums 
psychological value is lost, even thouf^ otherwise it mif^ 
he a first rate contribution to the budget procedure. Ihe 
budget speech covers the estimates of revenue and expendi- 
ture, deals with the financial proposals of the govemmmit 
for revenue as well as capital expendi*ure and ways and 
means of operations, and summarises the financial fxisition of 
the government. The revenue and appropriation hills form 
a sort of corollary to the above ; they are the inslrumenta 
through which tlie legislature will pass judgment on the 
executive's plans and declare its wishes. 

The form and contents of a budget must aim at giving 
the financial plan. Hence attention has to lie paid to 
comprehensiveness atid arrangement, atul to general budget 
summaries. Hcru'e also tbe need to decide ojj tlie type of 
budget that is most scientific and useful. 

Bi DCKTARY Control 

Tlie problem of control is liotli im(>ortant and difficult. 
There must l»e control at every stage of budgetary 
procedure and this (Control must lie effective and free from 
complications. A system of control Uial is involved and 
complicated will lose much of its value ; for administration 
ought at all stages to l>e simple and straightforward. In 
addition tlie system of control, so far as this work is 
concerned, must lie suited to a democracy. If the problem 
of budgetary control is at all times difficult, it is much more 
difficult in a democratic country. 

The system of control in financial administration has 
two objectives in view — economy and efficiency in deter- 
mining what should be done and in executing it. For this 
end responsibility is fixed on some department or officials, 
who are required to keep accurate accounts of all their 
transactions ; and thus by means of responsibility and 
accountability, control is secured. For econmny end 
efficiency there is great need for perspective,, that is for 
viewing all governmental activities in one sweep, so as to 
be just and equitable in giving them their due importance. 
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GMasequentiy central control is an essential to wise eacpexi* 
diture. In ^Bcient administrations there is a hierardiy of 
officers for the purpose of riitid supervision, control aod 
accounting at all stages of the budget, from the initial 
estimates to final expenditure. Further the control 
exercised must be real, by an officer who is intelligent but 
who is himself subject to revision and control. 

The different stages of control are divi<led between the 
executive and the legislature. Tlic executive should control 
the administration. In the first stage ■'•f estimating there 
is chiefly administrative eoniro! through tlie heads of offices 
concerned. The danger to l>e avoided here is that of a 
narrow outlook. Tlie estimates are next reviewed by the 
beads of the various g«»vemment departments chiefly with 
reference to |K)licy ; yet there is room for real w'ruliny. The 
third stage is one of review and ro-ordiniition, which is 
undertaken in the first instance hy a Finance or Budget 
Department but ultimately by the executive. When the 
estimates have gone through this review, they are placed 
before the legislature for discussion and approval, a pro- 
cedure which is essential to lunlgetary control in a 
democracy. The legislature examines the estimates either 
itself or through committees, and tl)r sanctioned estimates 
are put in the form of appropriation.-. The budget is then 
formally ready for being pul into execution. 

When the budget is lieing carrie«l out, once again 
executive and legislative checks come into play. Transac- 
tions are recorded in IxKjks of accounts and the executive 
watches the progress of tlie budget from day to day, from 
week to week. An audit organisation bring.s all 
irregularities to the notice of the executive authorities for 
regularisation. At the end of the financial year it reports 
on the accounts to the legislatjire, which conducts investiga- 
tion through its committees to sec if its orders have been 
faithfully carried out by the executive. 

The importance of public opinion for budgetary 
control, specially in a democracy, can never be overrated 
as a great controlling force. ** It is in their importanoe to 
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diis ultimate auUiority — the electorate — that budget pro- 
oedurea, in the course of their development find dicir 
greateftt constitutional significance.”* Public opinion rouat 
be a Kort of forum to make the executive ami the legislature 
responsive and resp<»nsible to the will of the people. To 
enable tlie public to pass judgment on such intricate and 
difiicult cjucstions as finance, the different problems must be 
stated in such a way as to give as clearly and simply as 
pr>ssib}e the issues raised l>y the general j)olicy of the 
government as well as by separate proposals. 

One danger connected with control must be carefully 
avoided, and iba*. is rigidity. At all limes control ought 
to be ccjnsislent with the use of discretion. The legislature 
abotild realise its capacities and its disabilities in its 
dealings with the <'xcciitive and the executive in turn with 
Ujc administralioji. The legislature is not fitted, for 
example, fi»r detailed contred and, therefore, should not 
take over tasks wliicli call for .such control. The executive 
must leave to its administrative officers the more detailed 
as|K5cts of financial administration, reserving to itself all 
decisions on policy and major cases of administrative 
procedure. Disiiclion is essential in daily administration, 
and control from above nnist always take note of that fact. 

We have sjiokcn above of accounting and audit as a 
means of control. In the following chapter we shall go 
into details on the subject .showing how control is exercised 
by a good system of accounts and reports and by an 
independent and capable audit organisation. 

General Considerations on the Budget 

In conclusion in this section are outlined the various 
factors affecting, and the political, social and economic 
significance of. the budget ; so as to afford a complete 
idmi of the very important, in fact central, place which a 
budget and budget system hold in the financial 
administration of a country. 

1. Wniotwhby, Willoujrhhy and Lindsay, The System of FtMoncial Ad- 
mit»istratio» of Great Britain, p. i6. 
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In die constitutional and legal field the budget ia 
ocHiditioned by the respective powers of the executive and 
the legislature and the statutes of the country. The 
constitution and the law provide^ a groundwork and frame* 
work on which the budget rests and wltliin which it must 
work. The constitution gives the relations lietween the 
executive and the legislature, prescrilws certain funda- 
mental budgetary regulations such as the financial 
statements for every year, etc. The I'tiiled Kingdom is 
unique in this resjiect. Some of the basic features of the 
financial system are expressed not tlirough the law but 
tlirough the standing rules of the House of Commons, e.g., 
that every appropriation or taxation measure must be 
recommended by the executive, that the members of the 
House may reject or reduce hut never increase an item of 
expenditure or revenue, etc. 

The constitution, as we shall see in a later chapter, even 
gives the essential elements of budget control, specially in 
federal governments where the constitution is written and 
detailed. The constitution ex|)res.>>e> the political ideas of 
the people and the political patterns of their choosing, and 
therefore play.s no mean part in budgetary procedure. The 
American theory of the separation of powers and of checks 
and balances has had a far reaching influence on tlie budget 
system of the U.S.A. Till recently there prevailed in that 
country what may l)e termed a legislative budget with an 
almost direct control by tiie legislature over tlie adminis- 
tration. The executive was hardly in a position to unify 
budget proposals and estimates into a balanced plan. 
Further the practice of mandatory appropriations deprived 
the budget of much needed elasticity, and established too 
rigid a control ; so that the executive could hardly use its 
discretion to presen’e the budgetary balance in times of 
stress and strain. The law also plays an important part 
in budgetary matters. The Budget and Accounting Act 
of 1921 made provision for a budget system in the U.S.A. 
But perhaps more important than the letter of the law is the 

1. Bodgetarx regulations are merely a mass of laws and conreztttoil^ 
in winch tiie latter are perliaps the more important 
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•{unt m whidb the bodfet system is uroiiced and the 
eonvantiotM that are the result of that spirit. Ihe E n gl i s h 
budget system is based almost entirely on conventions and 
yet it is said to be the most efficient system so far devised. 

The form of government also affects the budget system. 
In a federal stale there arc a nunil)cr of governmental 
authoritun), and therefore financial planning for the whole 
nation is less cffeciive than in a unitary slate where the 
national government assigns powers and functions to the 
, smaller bodies. The problem of interrelations* in a 
federal slate has never l»een sutcessfully solved and it is 
doubtful whether it ever will. One diHieulty is that of 
maintaining niiniinuni standards of administration in the 
constituent units td a feiierulioti, for each unit within the 
constitutional aniLit has full aulonomv. .\nother is that of 
preventing ovetla|)piug of services iwtvveen national and 
otlicr governmcnt.H with conse<|ucnt duplication that is 
obviously unecoriorriKuI. This is a problem in fXTsonnel.- 

The |K)litica! signilbiuiee of the budget is apparent. 
Parties scrumhle foi power to earry out their programmes, 
which are elfeeted li) niunipuluting llie budget. Secondly 
the party system alicets the budget on its control side. A 
two party system gives u strong executive and a keen 
opposition. The exeeulive that is based on a coalition is 
never so powerful as an executive cliosen entirely from a 
single party. Unity of opinion on essentials is a pre- 
requisite for framing a unified hnanciul plii,n. On the 
otlier hand there is tlie danger that tlie majority party, 
conscious of its voting pv«wer, may ride rough over the other 
parties. Theoretically the eorreclion of such a situation 
lies in a cliange of public opinion in favour of another 
party. Difficulties, however, arise when parties are formed 

]. Both financial and adnunistrati\e. In a federation there is no co- 
ordinated iuuincial pruKiaiunie for the centre and tlie constituent units. 
In India tht prc-autonuniy vinity of adniinixtratiun has been very useful 
in maintaining goexl standards. The constitution also provides for 
ctimiiaUng some of the dithculties of administration. &e Ch. XI, 
RtlaHons bttwtu the Centre, the PraviHccs and the Iniiam States. 

a. In Cwn d a it has been estimated three men are required to do' the 
work that ordinarily two pcrforio in a unitary fovcmmeiit. 
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on a horizontal basis, or when they do not cut throng^ 
different social classes and creeds, as in India. 

From the economic and social point of view the 
importance of the budget can hardly be overestimated. The 
budget is an instrument for sound finance but it may be 
abused. Window dressing to produce balanced budgets is 
not uncommon even in our own day. An unbalanced 
budget as a continuing phenomenon is a symptom of 
financial instability. Borrowing is an easy way out of • 
difficulties but it is not necessarily a healthy way. Again 
expenditure may Ik* productive and unproductive ; but 
it makes a deal of difference to the well l>eing of a people. 

It has l>een tlic continual complaint of the Indian legisla- 
ture, for instance, that the government pp<*nds too much on 
defence services, too little on la^neficent or nation-huilding 
services. Still again the budget mav he an instrument for 
cjirrying out long term planning. ITie five year plans of 
Soviet Russia, the New Deal of Roosevelt, tlie schemes of 
economic planning advocated in so many places and by so 
many people — all these are operated tlirough the budget. 
As Gladstone said in his time “ budgets are not merely 
affairs of arithmetic, hut in a thousand ways go to the root 
of prosperity of individuals, the relations of classes and the 
strength of nations.” 

Finally, attention must l>c drawn to the technical 
aspects of the budget. Tliere is the stage of estimating and 
framing the financial plan ; there is the stage of carrying 
It out where again certain devices must he employed ; and 
lastly, tile stage of accounting and auditing. All these are 
technical processes and require trained and capable men, 
and hence well-qualified staffs to aid and advise the 
executive and the legislature. Among such staffs, the staff 
of the Finance Department or Treasury and that of the 
Audit Department deserve to be singled out. 



CHAPTER n 
BUDGET PROCEDURE 

The preceding chapter was devoted to the principles 
underlying the budget ; here bu«lgetary procedure and the 
principles goveniing such procedure are dealt with. On 
principles there is substantial agreement. But as i.s to be 
expected, in actual life there arc wide divergences in the 
methods followed by the different governments, and this 
chapter attempts to compare and evaluate some of them. 

Whatever l»e the details, however, we may distinguish 
four well marked stages on which ail authorities are agreed. 
Terminology differs, hut we may call them (o) the prepara- 
tion of Uie budget, (/;) the legislation of the budget, (c) 
the execution of the budget, and lastly (d) tlie reckoning of 
the budget or the auditing of aceounts. In the first and third 
the executive is prominent ; in tiie second and fourtfj it is 
the legislature Uiat has or should have a dominating position. 
In the first stage the e.^timates arc collected, criticised and 
then consolidated into a financial plan. The second stage 
involves the consideration and the voting of the plan by the 
legislature. The earthing out of the budget as authorised 
is the third stage ; and the review and scrutiny of the budget 
as carried out is the last stage. Each of these stages is now 
considered at some lengtli. 

A. Preparatioo ol the Budget 

Government finance turns upon the pivot of the budget. 
Hie budget is essentially a financial plan and, therefore, like 
every other important plan ought to be prepared with care, 
foresight and intelligence. Four questions sum up what must 
be considered when preparing the budget : ( 1 ) who should 
prepare it, (2) when should it be prepared, (3) how should 
it be prepared, and (4) what should it contain.^ 

Hie answer to the first will treat of budgetary initiative, 
1 . cf. Rene Stounn, Tfu Budget, p. 53. 
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of the relative merits of executive and legiftlatiTe budgets, 
and of the different agencies, principal and subordinate, 
that must co-operate in framing the estimates. Under tbb 
second and third questions will be discussed the suitability 
of the time for formulating the estimates, the method of 
estimating revenue and expenditure, and the procedure for 
the consolidation and review of estimates l)efore they ars 
incorporated in the final budgetary plan, llie answer to the 
last question will indicate the quantum, quality and presen* 
tation of the information which the legislature must possess, 
before it can intelligently and in a responsible manner vote 
any revenue or appropriation measures. 

Bl'dcetary Initiative 

That the executive agencies, office hy office, department 
by department, should draw up the i.'^itial estimates of their 
respective requirements is obvious. But that the executive 
should formulate a unified, compiehensive and balanced 
plan of income and outgoings, even tliough favoured by pro- 
minent authorities* in all countries, did not figure in the 
fmancial procedure of the U.S.A. till so recently as 1921. 
And further that the executive should not only formulate 
hut also defend and accept full responsibility for its budget 
liefore the legislature is a moot point even today, and is 
cxinditioned by constitutional laws, conventions and usages, 
and still more by the traditional financial practices of a 
nation and state of public opinion. The budgetary practice 
of the U.K. and the Dominions, of France and the U.S.A. 
are a sufficient comment upon this point, as will be shortly 
evident. 

Opinion is growing, however, that the preparation of 
the budget is properly a function of the executive and not 
the legislature. “ From a theoretical standpoint,” says A.E. 
Buck, “ there are no valid arguments against the executive 
taking the initiative in the formulation of the budget.”^ It 

1. For example : Higgs, Hilton Young amt Hills in England ; Rene 
Stoarm, Gaston Jeze and Allix in France; Adams, Cleveland, Witlough- 
^ and Buck in the U.S.A. 

2. The Budget in Governments of Today, p. 79 . 
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h ouliiMe the proper Mope and beyond the oompetrooe df 
nembmi of lecMktive eaaembliet to fmne eetiniates and 
liniw up a balanced plan.* They are more interested in 
politics, and should be more interested in policy, than ad- 
ndnislxation ; they are compelled to look first to the iMe<k 
4Mf daeir respective constituencies and then to the national 
iatarest and welfare, for they must on the one hand fulfil 
dw pledges made at the last election, and on the other, 
aeoire the goodwill of the voters for the next. They are far 
removed from the pulse of the administration and, Uterefore, 
hardly in a position to understand its needs or evaluate the 
requests from the different departments. 

Besides, if the executive which administers and executes 
the budget with its army of officials is not utilised to prepare 
budget, the executive is not giving the nation all it can 
do and is adequately equipped for. Consequently, economy 
ia sacrificed without there t>eing any likelihood of a more 
accurate or equitable budget.^ The executive precisely 
becauM it is better ac^quainted with details, will exclude 
** impracticable theories which look well on paj)er, but which 
cannot be realised in practice and concentrate its energies 
on die formation of a practical, harmutiious budget in which 
diere is a balance between the estimated and the executed 
budget as well as a just apportionment of the aggregate 
of public expenditures to the various lines of public service.”^ 

1, "To spprove itwtn i« llic woik of flic Irgi^lature. but to prepare them 
i* tliat of the executive. Parliament Mill liave the lavt word upon 
them, but Parliament cannot of course it>clf nuke them out ; for tiut 
the ^tailed knowledge of the executire is needed." — K. H. Young. 
Tk* System of National Ftnanre, p. a6. 

2 . Hence the emplutic amertion by Rene Stourm : “The executive alone 
can and should do this work. Situated at the centre of the govern- 
ment, reaching through its hierarchical organisation to the smallest 
unit, Uw executive more tlun anyone else is in a position to fed 
public needs and wishes, to appreciate their comparative merits and 
accordingly to calculate the budgetary provisions which each of these 
needs a^ wishes justly deserves. Others may know certain details 
as well, possibly better than the executive, but nobody can have so 
exttxisive and impartial a view of the mass of these details, and none 
cm t^ust the conflicting interests with so much confidence and 
andsion. Moreover the executive, charged with the <xeciition of bbe 
bodiget. is compelled, through concern for his future reHwnsibiUties, 
to prepare the finandai plan as well as posdble." The Bndget, p. $ 3 . 

A H> C Admw, Seienc* of Pinamet, p. ii& 4. Ibid., p 119. 
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Estimatiiig and tibe framing of a budget ^an require fore* 
casting of expenditure ai^ particularly of revenue, a 
knowledge imt mily of tltt neei^ of government and their 
cost, but also the revenue that is likely to be realised, h 
is die executive and not the legislature that has this douUe 
knowledge, and hence best fitted to perform * the nice and 
delicate operation ’ of balancing the budget. 

In practice the powers of the executives of difi'enmt 
governments to frame the budget plan vary considerably. 
The Dictators possess the fullest power over the budget. 
With the help of their parties, they not only formulate, but 
also authorise it fully — they determine the budget com- 
pletely. In Italy it is Mussolini and his Fascist Grand 
Council who give the general directions and lay down the 

F olicy to be followed, though details are worked out by the 
inance Minister and his department. In Soviet Russia the 
Political Bureau of tlie G>mmunist Party plays an impor- 
tant part in shaping the general budget policy, while a 
combination of political and government agencies enable 
the annual budget to be linked and co-ordinated with 
economic planning. In Germany Hitler and his Nazi party 
have complete control over the budget. The Reichstag is 
a puppet body which gives its assent to whatever is laid before 
it. 

In democratic countries, it is the legislature that 
finally authorises the budget, and the executive may either 
possess limited authority in formulating it or sometimes 
function as a mere advisory body entrusted with prurely 
clerical duties. Of all the executives of governments based 
on the parliamentary model, the British cabinet enjoys 
the broadest powers in theory and almost complete power in 
practice, for the cabinet is but a committee of the legisla- 
ture, in normal times of the majority party in the House 
of Commons. Certainly, over expenditure the control of 
the cabinet is absolute. A defeat on expenditure estimates 
means the resignation of the cabinet, followed occasionally 
by a dissedution of the House of Commons and an appeal 
to die country. On taxation measures the House of 
Gomimms retains its former ooi^l ; over expenditure il 
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has abdicated iti» power in favour of the executive. 

But if the cabinet enjoys great authority, it baa also 
to bear a heavy responsibility; for to remain in office the 
cabinet must so prepare the budget that it will not only meet 
with the approval of Parliament, but also prove effective in 
practice. Not an easy task sfiecially when there is an 
‘Opposition’ ready to make capital of any flaw that may 
occur ; in fact an exceedingly difficult task during periods 
li of economic depression. 

The British cabinet not only possesses budgetary 
initiative, but gives tlie budget, once formulated, united 
support in the House of Commons. The cabinet is jointly 
responsible for the budget produced ; it stands or falls by 
it. More than this, no revenue proposal or expenditure 
can lie brought forward by a nic;ml*t‘r of the House of 
Commons unless be secures the endorsement of tlie execu- 
tive. Tlie House of Commons nmy reduce or reject an 
estimate, it eannot increase it.* And all these ptiwers, it 
will lie clearly seen, enable Uie cabinet to produce a 
balanced plan and in large measure to control it. The 
Dominions of the British Ckimmonwealtli closely follow the 
British model. 

In marked contrast to the British cabinet is the 
French ministry. It also prepares the budget plan ; but its 
powers of control over the budget are limited. Unlike the 
British cabinet tlie French cabinet is not jointly responsible 
for the estimates put forward. It is not unusual even for 
a cabinet minister to oppose the estimates of a colleague of 
his. Tlie Qiamlier of Deputies and the Senate may change 
the budget plan as they deem suitable and on occasions they 
have even substituted a new one. The French executive has 
the right to prepare the initial financial plan ; thereafter all 
depends on the personality and skill of the ministers in 
seeing it through. Tlie difference between the powers of 
the British and French cabinets is a good example of the 
influmice exerted by the party system on the budget In 
England a party usually does not take up office, unless it 
1. Rule 66 of the Home of Coemnom. 
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is sore of a majority in the House of Cmninons. Coalition 
governments are rare. In France, as the multiple>party 
system prevails, no single party by itself ordinarily coni* 
mands an absolute majority in the Chamber or Senate ; and 
a coalition cabinet is never in a strong position to pursue 
its own policy. 

In Germany under the Second Reich the Chancellor 
dominated tlie cabinet, and as the Chancellor was 
responsible only to tlie sovereign who alone could give 
authority to law according to tlie constitutional principles 
of tlie country, the right of members of the Reichstag to 
propose finance bills was of no avail unless every measure 
voted by tlie Reichstag was accepted by the Im{ierial 
Chancellor and made a government measure. 'Flie result 
of this centralisation was a harmonious balanced budget. 

In Switzerland, however, whith is perhaps the most 
democratic of countries it is very interesting to note that the 
executive is unique ; it jicrforms a purely clerical function, 
that of bringing estimates liefore the finance cornniittces of 
the legislature. This is in strong contrast with the British 
procedure, where the cabinet regards an adverse vote on 
expenditure estimates as a vote of no-confidence. Considera- 
tions of mere prestige are not allowed to dominate the 
Swiss financial system.* 

In budgelaiy' matters the U.S.A., of all the advanced 
nations of the world, was till 1921 tic most backward, for 
it possessed no budget at all in tJie full sense of the word, 
till tlie passing of the Budget and Accounling Act of that 
year. Those who opposed budgetary initiative by the 
executive said that such a privilege curtailed tlie power of 
the legislature unduly and was against the fundamental 
principle of the separation of powers. Those who favoured 
an ‘ executive budget ’ argued that the legislature was 
unable to prepare a properly balanced financial plan, and 
that in budgetaiy and administrative matters, executive 
leader^ip and responsibility were essential. They proposed 

1. The ioqiortaflce of this will be better appreciated when _the functiim 
oi the Estimates Committee are discussed. Vide Ch. II. Co-operatiom 
bttwetn the Ltgislatwre and the Executive and Ch. X, The Leaitlatwt. 
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change* within the coastitstkmal stnictiue, as thdr chief 
aim was oo-operatioo between the executive an^ the l^is* 
ihttire which was strangely lacking in their system. After 
1921 the executive received the power to draw up a balanoed 
financial plan. However, in about one-third of the states 
the ‘legislative budget’ still continues. 

At the present day the framing of the budget is 
entrusted to the President who performs his task throu^ 
the Bureau of the Budget. But the privilege of defending 
the budget before the legislature has not yet been granted 
to the executive and is viewed with suspicion as transgressing 
die principle of the separation of powers on which the 
United States constitution is built. 

Budgetary Agencies 

While the executive may be entrusted with the 
responsibility of framing the lnidg(*t plan, yet the actual 
details are left to a special department, generally the 
Finance Department or Treasury or Budget Bureau. 

The cabinet is concerned chiefly with the laying down 
of policy ; it is for the Finance Minister and his staff to see 
that tills policy is carried out with the greatest economy, 
accuracy and efficiency. Here again a point must be noted : 
unless the cabinet is strong, the Finance Minister cannot be 
strong. Gimpare, for instance, the British Qiancellor of 
the Exchequer and the French Finance Minister. The 
former revises estimates from the other departments, and 
no estimate is included in the budget unless it has received 
his department's sanction. It is only a cabinet decision 
that can overrule him. The latter has no such powers. It 
is his business to bring tlie estimates together ; there is no 
rule diat his prior sanction is required before estimates are 
consolidated into the budget It will thus be apparent that 
the hegemony of the Finance Department makes for 
economy and harmony of the budget Mudi depends of 
course on the skill and personality of the Finance Ministm: 
and lha principles he follows. His task is not an easy one ; 
for ^ qualities he needs for its successful aooomplulunent 
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Bekind dw Fmance Minister is his department of 
shrewd and experienced officials and trained staff. Thin 
Finance Department has a sort of priority over odter 
departments ; for that very reason foresight, sympathy, good 
judgment and a sCTise of justice should be among the virtoea 
assessed by the men who form such a department. The 
Finance Department is entrusted with all aspects of gov* 
emmental finance, not merely the preparation of the budget. 
But on the prepjiration of the budget will depend to a large 
extent most of its other activities. The collection of taxes 
and duties, and of revenue generally, is a function of dtat 
department. It is because of this function that the Finance 
Department ia primarily responsible for producing a 
balanced budget. It knows the income that may prudently 
be expected ; it is therefore in the best position to sec that 
expenditure is kept within that limit. Further, usually not 
being concerned itself with expenditure, it can be more 
impartial in evaluating requests from other departments 
and thereby make its power effective. On the quality of 
the Finance Department will depe.od the quality of the 
budget presented to the legislature. 

As between the cabinet and the Finance Minister, b*> 
with the Finance Minister and his department. If the chief 
is strong his department can be strong ; if the chief ia 
like every other minister, then the Finance Department 
will be little more than an intelligent clerical department. 
As was remarked above, the British Treasury has effectiv# 

1. Speaking of the Finance Memtjer in India, who it erften a Civiliaf^ 
G. Findlay Shirras says • “ He has to bring to the ta*k of public 
finance a mind keen and alert ; an Intelligence trained in the beat 
schools, a natural capacity for_ business, a genuine and practical 
sympathy with various communities, especially the mercantile com- 
munity, and a keen desire to be op and doing. He mutt be, aa hoi^ 
Morley would have said, a paragon. A Finance Minister it not 
merely a veritable lion of the Treasury but also a srigifant guanfiaa 
of the public purse, who upholds the arms of the Government in hs 
annual struggle with the Amaiekites in Budget Debates. He is tome* 
thing more than a framer of taxes and manipuhtor of budgets. He 
most never 'resist the dictates ci commonsense, and most tbosr • 
readiness to meet criticism and an anxiety to win his point by carry- 
ing conviction that is not always found behind an ofikw waistcoast.** 
— Stime* of Pnbtic Fimnct, "VcL II, pp. 049'5<h 
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powers over estimates submitted, even to the point of 
njecting proposals without assigning reasons. French 
Finance I^partment is definitely weak ; it may remon* 
rtiate or call attention to the need for curtailing 
expenditure, . but it cannot reject any estimates. To make 
matters worse, from 1931 in addition to the Finance 
Minister there was apfwinled for }M>livical reason'^ a Minister 
of the Budget. This plural executive, ns the FVetich term 
it, can hardly make for harmony nnd has been severely 
criticised. The most serious drawhack is divided responsi- 
bility, as Iwth ministers share the resjxmsihility for the 
preparation of the budget. In the IJ.S.A. the President is 
assisted by the Bureau of the Budget which, though included 
in the Treasury organisation, is yet directly subordinate to 
him. Tlie Director of that Bureau takes his instructions 
from the Pre«id<‘nt, and is entnisted willi the framing of a 
balanced budget. The Treasury is now liniite<l to revenue 
and fuiancial functions, the General Accounting OlTire l>eing 
responsible for the iKwk-keeping ami auditing. Constitu- 
tional differences account largely b.r the contrast Wtween 
British and French practice and the. American. 

It is obvious tliat the Finatu’c or Budget Department 
will hardly lie able to frame complete budgets williout the 
assistance and co-«)peration of otbei departments. In fact 
the Finance Department is chiefly concerned with the 
balancing of tlie budget and for th.U purp«ise consolidates 
and reviews budget estimates submitted by other depart- 
ments. If the task of enforcing economy is left only to the 
Finance Department, little or nothing will lie achieved ; 
for etMinomy must be practised in the initial stages of 
estimating. It is there tliat economy is most easy and most 
s^ective. The heads of departments are the principal 
eMimaling officers and liear full responsibility for the policy 
implied in the estimates, which they review and consolidate 
before submitting them to the Fin ince Department or the 
Tjreasury. As Uie departmental head assists the Finance 
I)qpertment, so the heads of offices or establishments have 
to assist die departmental head. There is tlius a regular 
luenudiy for estimating, reviewing and consolidating, the 
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object of sucb a procedure being to eliminate wasteful 
expenditure and miorce ectmomy as far as is humanly 
possible. 

The practice of the U.S.A. till 1921 in this respect was 
unique ; for departments sent their estimates and reports 
to the legislature independently of the Treasury or the 
President, thus making tiie report of the Secretary of the 
Treasury a mere clerical compilation. Now, however. 
Congress will not entertain any rtHjuest from a department 
unless it is recommended by the President This makes 
for unity in administration and for budgetary balance. 

Time of Preparation 

Tlie next question on the prej aration of the budget 
bears on tiie suitability of the time for getting the estimates 
ready. Given the country’s fiscal period, the budget should 
be prepared as near as possible to the commencement of 
llte fiscal year to which it relates, Kstimales in France 
have to he got ready from twelve to b urtcen months 
iR'fore tliey actually go into ojXTution. In the U.S.A. 
ti»e gap is of seven months. In our own country, 
as in England, less than five months elapse from 
the first handling of estimates by the f'inance Department 
to their presentation to tlie legislature, lliough of course 
offices and establishments are reijuired to commence tlieir 
budget preparation somewhere in the month of August. 
The closer the estimates are to the jjeriod to which they 
relate, the more accurate they are bound to be, for with the 
lapse of lime uncertainties increa.se If the estimates are 
not fairly accurate the need for supplementary estimates 
will arise ; and once supplementary budgets become a 
normal feature of the financial procedure in a country, 
estimates are worse than useless. What departmental 
officer will take care to see that hi.s estimates are exact, if 
he knows that later on in the course of the year there is 
bound to be a supplementary budget ? 

The date of commencement of the financial year is 
more important in the case of revenue than of expenditure, 
aiul specially where revenue is derived largely from 
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^;rieii!liii« and dierefore gathared in at ahnaat fixed 
Mriodi.’ UnleM the date chMen ia aoch aa will give die 
Finance Department an opportunity intelligently to foreeaat 
die revenue for the year, the budg^ eatimatea will be a 
mere gamble, aa the eatimatea of revenue in India, which, 
aa a Finance Member once remarked, are ‘a gamble on 
, the monaoon.’ Beaides take auch thinga aa war or an 
economic depreaaion. They have almoat always neceaaitated 
a aupplementary budget.^ Expenditure, it is true, can for 
the greater part be fairly well estimated, and it is possible 
in extreme cases even to cut down expendituie by ^ policy 
of drastic retrenchment. Yet in times of war and acute 
distress an increase in expenditure is inevitable. Hence the 
necessity to prepare estimates as near as possible to the time 
when they are to be carried out 

However in most countries the date of commencement 
has been fixed by historical accident and continued by sheer 
custom. France and tlie IJ.S.A. are two examples, where the 
dates were changed more than once to suit budget estimating. 

Framing the Budget Plan 

Wliile the Finance Department or Treasury is reapon* 
tible for the budget, every department and every oBice has 
to supply the required material. Tlie form in which thia 
material is to be supplied is determined by the Finance 
Department or Treasury in consultation with the accounting 
and auditing authorities of the country. Although the audit 
by an agent of the legislature is primarily an * appropria- 
tion audit *, the accounts are so worked up as to lead to an 
easy compilation for that purpose as well aa for adminis- 
trative convenience. The form for estimates contains many 

1 . Land Revenue in India, for examine, fluctuates widely because of 
natural and economic factors. 

2 . At Stourm remarks about the French hudicet : “Just to think that in 
October t 868 and i860, the Imperial Govemnient quite plad<Sy pre- 
pared the budxet for the years and 1871 1 War and the C ommu ne 
are rare enough occurrences but how many incidents of less terrible 
d tura c te f are liable to disturb the estimates of the Govemroent ? 
CoRMaercial crises, good or bad crops, market prices of merchandise, 
etc. can within a year's time greatly modify the figures showing the 
‘Msidt of tarns and die total <A expeadHure . — TA# BmdgH. p. 99, 
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4}et&ils. For iiMtanoe, in every fom diere are colunma to 
allow figures for the past two or three years or evm five years 
in addition to the columns for estimated amounts wbethe'r 
revised estimates for the current year or budget estimates for 
the nexL The initial estimates are very detailed, for upon the 
careful scrutiny of these depend the economy and accuracy 
which sound financial administration can produce. Full 
particulars are given for every item, e.g., regarding officers 
and establishment, the strength, the salary of each or of a 
class, increments due, reasons for changes in strength and 
salary, etc., or regarding public works, the quantity of 
materials, cost per unit and other details. Along with 
these detailed estimates is given the executive or legislative 
sanction for the same. 

Every section in an office or department draws up its 
estimates and the officer in charge is responsible for them. 
Here is the first opportunity to eliminate all waste and 
promote economy in what are apparently insignificant 
trifies. Tlie estimates from sections ure sent to the head of 
the office for scrutiny and consolidation. He is in a good 
position to judge the relative requirements of the different 
parts of his office and his review and criticism should go 
a long way towards economy. There are many small details 
which office sections are apt to overlook, as to economise on 
such details may tend to reduce their privileges or entail 
a little extra exertion. The head of the office is responsible 
both for accuracy and economy, and is expected to be the 
watch-dog of the Treasury or Finance Department in 
the local office. 

Lastly the estimates are sent to the heads of depart- 
ments who are in an excellent position to evaluate the needs 
of the respective offices under their control. They are 
expected to have better vision and more detachment than 
the subordinate budgeting agencies ; and are primarily 
responsible for the policy followed. That is why the head 
of a department in Elngland is also an Accounting or Sub* 
Accounting Officer responsible to the Treasury. He has the 
power to enforce economy as bead of the offi^ ; he has the 
duty to do it as Accounting Officer. A similar s ys tem 
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pnnraiU in India. Heads of oSices send their estimates to 
higher officers, the Gmtrolling Authorities, who perform the 
^ame functions of scrutiny and consolidation as the officers 
subordinate to them hut from a wider point of view. Lastly 
the administrative department in the secretariat scrutinises 
all estimates coming from heads of offices and then forwards 
the consolidated statements willi its remarks to the Finance 
Department. 'Ihe Treasury in Kngland, the Budget Bureau 
in the U.S.A. and the Finance Departments of the British 
Dominions and of our <bunlry are the final departmental 
authorities on estimates. All appeals from the Finance 
Department lie to the rahinel or I*resident. lliis system 
allows of a numher of checks liefore the estimates are 
formed into a hudget. The authoritative control of the 
Finanire Minister and his Dcparlmec.t is a sine qua non not 
only for a united Imt also a balanced, accurate and 
economical budget. 

Along with detailed estimates which are framed by the 
organisation unil.s of the administration and expressed 
usually in terms of olijeels, groups cf allied objects, lines 
of |>erformanee er functional relationships, there is also a 
great deal of supporting data. Part of this supporting data 
is given in the particulars columns of estimate forms ; in 
cases whore statistical or other data are required, there are 
separate schedules and notes that follow the estimates. For 
revenue estimates these statistics are very important. For 
certain .stale undertakings cost data and cost accounting are 
e.s8ential. Revenue estimates are presented by the agencies 
that collect them and ure framed according to tlie sources 
from which income is derived. 

IMPOHTA^CE OF ACCURATE ESTIMATING 

Fither estimates are accurate or they are not estimates 
•t all, but just guesses. If estimates go wide off the mark, 
the budget becomes a failure and calls for a corrective in 
tiie form of a supplementary budget. Estimating demands 
trained men, men with experience, intell^nce, sound 
jndi^Dient, an ability to read the future and sincerity. 
“Wisdom enables those engaged in preparing the bud^ 
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to see the future clearly — as clearly as possible/' says 
Stourm, ** sincerity compels them to state the truth when 
they have ascertained it. Hiese two qualities go hand in 
hand.”^ Experience is also a necessary quality which im- 
proves wisdom. Some estimates of course are merely a 
matter of arithmetic, others require a fair knowledge of 
events, sound judgment and experience, and there are still 
others which require all the attention of a trained staff. 
Unless the estimates that form tlie budget are accurate, 
there can l)e no financial plan ; rather there will be what 
are called manipulated budgets. And to have such budgets 
is to destroy a financial system. Such budgets are no index 
of a country’s solvency, no guide to the members of the 
legislature, rather a source of confusion to tlie 
administration. 

However there are times when an economic depression 
or war or catastrophe will entirely upnct the calnilutions of 
the budget. Everyone easily under'^lands these difficulties ; 
what is objected to is habitual miscalculation making the 
use of supplementary budgets a normal feature of the 
financial proceduie of the country. 

Methods of Estimating Revenue 

Revenue estimates have, of necessity, to he prepared 
by the Finance or Revenue Departments. In England it is 
the revenue departments that prepare them, chiefly the 
Statistical Office of the Board of Customs and Excise, in 
France the Ministry of Finance, in the U.S.A. certain 
Divisions of the Treasury Department for llie Bureau of the 
Budget, in India at the centre the Central Board of 
Revenue which forms part of the Finance Department and 
in the provinces tiie Revenue Department. Three methods 
Vvave Vyeetv it\ use *. the aulomatic method, the method 
of average increases and the method of direct valua- 
tion. The first is employed in France but is very inelastic. 
It is called “ the method of the penultimate year.” By this 
method the estimates for the budget year are simply the 
actual revenue receipts of the most recently completed 
t. Thg Budget, pt 17a 
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financial year* fiiat ia, the last but one preceding die bmlget 
year. The drawback of this meUiod is that it assumes a 
aiatkaaiy period. It produces underestimates in times of 
prosperity and overestimates in times of depression. Hoioe 
tbe Froich tried to base them on the actual receipts of the 
twelve months nearest to the date of framing die budget, 
i.e, tbe penultimate period would move six months clMer 
to the budget year. Tbe French Finance Minister and the 
Parliamentary Finance Gimmittees approve of this method 
** in order to shield their sincerity from any possible 
suspicion.”^ 

The second method is that of average increases 
and was used in France when the previous method produced 
underestimates, as increases in revenue from direct taxes 
rose rapidly by leaps and bounds. Hence to the figure given 
by the penultimate year there was added the average increase 
for the prectJiling three, four or five years. Less than 
ten years later receipts, owing to war and other causes, 
began to decline and die new method gave overestimates 
U^r than those the old one would have given. The 
French then returned to the automatic method. How* 
ever, the method of average increase.s has been followed 
by many local and slate governments in the U.S.A. “ The 
averages are api>lied to the receipts of the last completed 
fiscal year eitb^ as increments or decrements depending 
on conditions,”* and the method has proved successful for 
sources of revenue which are fairly constant or change at 
some given rate from year to year. 

The third method is flexible and is used in England, 
the U.S.A., Germany, India and the British Dominions. The 
British Chancellor of the Exchequer is in a very favourable 
position as he presents the budget in the first week of May, 
and thus may estimate revenues on the basis of the year just 
ended and with a knowledge of conditions at the commenoe- 
mmtt of the fiscal year. The method of direct valuation 
depends largely for accurate estimates on the judgment of 
^ estimating authorities. In England, however, tbn 
judpnent is always ** seasoned with experience and fortified 

L Rue Stfwnn, Ibid, pi 175. a. A. £. Bodk, <9. dt. p. tJT- 



by ^dstks.*** Phwf of diis lios in die fict dut in the last 
tra yean, in apite of die ecomanic depreaaion and uncertain 
bosineas eonditiaaa, there has never been a variation of 
more dian 2.5% between total estiraates and total collections. 
In die United States, however, the variations have been from 
8% to 24%, and in 1931*32 estimates exceeded actual 
receipts by 47%. 

Methods or Estimatinc Expendituhe 

Elxpenditure estimates have of necessity to be drawn up 
by responsible officers in different departments, offices and 
agencies of the government. No doubt the estimate forms 
contain a few instructions, and the comparative figures of 
past and current years may be of some use. But above all, 
estimates of expenditure will depend for their accuracy on 
the experience, judgment and forcsi^t of the officers con- 
cerned, For accuracy too there must be a detailed analysis, 
following the sub-organisational or functional divisions of 
the departments. As was mentioned above, it is during the 
preparation of the initial estimates that the greatest care is 
required, for it is at this stage largely that economy can 
effectively be decided upon. 

In framing estimates though the past is of course a 
guide, yet estimating officers have to gauge the financial 
trends of the present and their possible effects in the future 
— a task that is difficult but not impossible, for ‘‘ special 
emergencies apart, expenditure is well within the field of 
rational prevision.”^ In practice a large part of the govern* 
ment’s expenditure is constant, being regulated by statute 
or administrative rules or contracts.^ 

1. A. E. Buck, Ibid. 

2 . C. F. Basitabic, Seirnr* of Public Finance, p. 741. 

3. “ If gorcmtiMTTta) expenditures arc divided into aroapn aecordina to 

character, namety current expentca (operation and maintenance), 6xed 
charires and c^ligations, acquisition of prot>erties and debt retirement 
it will be fcttitid that the setxxid and fourth xroup* can be mathemati- 
cally calculated, that the third can usually be within a maximum 

atnount and that only the first group must be estimated on the basis of 
serrices, qian^ities, prices and conditions. And even current expenses 
may contain some constant (actors such as statutory salaries. Hence 
CuverranentaJ expeoditures which must be estimated by indirect pro* 
ce ss e s rather than by tfirect valuations are reduced to 50 or te pw 
flou af the E. Bock. Ibid., p. 175 . 
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CLAflSinCATION AND CONTENTS 

What abould the budget contain, and bow should the 
contents be presented, are allied questions, which have been 
treated at length in the previous chapter. Here then it will 
suffice to note the practices in a lew countries ; for the docu* 
ments included in the budget vary from country to country- 
The French budget is a voluminous document running into 
twenty volumes and containing over 6,000 pages of quarto 
size. Tlie first volume contains a message from tlie Minister 
of Finance and tlie Minister of the Budget commenting on 
their own proposals and those of tlieir colleagues, tlie text 
of the budget bill (which comprises the general and annexed 
budgets, special provisions and means of operation and 
annual provisions), and summary and explanatory tables.^ 
The other volumes contain the detailed estimates in support 
of the first. In the IJ.S.A. tliere is a single document in three 
general parts : (i) the financial plan in a balanced statement 
together with a budget message and summary tables, charts 
and schedules, (ii) the detailed estimates of revenue and 
expenditure, comparative and cost data, and general state- 
ments on the financial condition, (iii) Ute budget bills e.g. 
the revenue, appropriation and borrowing measures.^ In 
Elngland under the term ‘ budget ’ is properly included only 
the speech of the Qjancellor of the Exchequer introducing 
not the estimates of expenditure but tlie revenue proposals 
after the commencement of the financial year. But the Book 
of Estimates is in different parts, civil, army, admiralty, 
air-force and revenue. Since 1928 the budget has been 
divided into “ ordinary revenue and expenditure ” and 
** self-balancing revenue and expenditure ” ; the first being 
in the nature of a general budget, the second the budget of 
major public undertakings, chiefly tlie Post Office, which are 
■self-supporting. In India at the centre there are the general 
and railway budgets, the latter being introduced and 
discussed before the former. Estimates of the general 

1 , Rene Stourm. The Btidget, p. aoo. . 

2 .. Bode declares that it is only from 19^-35 when President Roosevelt 
aubnntted his budget to Congness that there has been a real balanced 
stmmiary of the budget . — The Bmdget in Covenuiumts of Today, p. 134. 
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Imdg^ ajte in three parte, Gvil, Defence Services, and Posta 
and Tel^prajdu. 


B. LegidatuMi ol the Budget 
The ‘ Budget Rights ' 

To prepare the budget is the function of die executive ; 
to authorise it is the privilege of the legislature. In both , 
the parliamentary and presidential types of government, the 
legislature controls the nation’s purse — a right which in the 
older democratic countries as England and France wan 
wrested from the executive not without a long struggle. 

“nil 1921 the United States had a ‘legislative budget*. 
Several committees of Congress scrutinised the estimates, 
examined departmental heads, who look tiie opportunity of 
presenting their requirements directly to Congress without 
die previous sanction of the Chief Executive, and drew up 
ail revenue bills and appropriation measures. Even after 
1921, Uiough there has been a unified executive budget 
submitted to the legislature, it has sometimes been changed 
lieyond recognition before being voted upon,— a feature of 
frequent occurrence in France as well. 

The British Parliament respects the budget of the 
executive by restricting its own powers of effecting changes. 
Executive recommendation is required for all measures 
relating to taxation or expenditure, which further the legis* 
lature may reduce or reject but never increase.* This rule 
prevents the abuses of ‘ log-rolling ’ and irresponsible 
budgeting which are seen in France and the U.S.A. 

The present tendency, however, is “to focus the atten- 
tion of the legislature more and more upon the examination, 
criticism and approval of budgetary proposals submitted by 
the executive,’’^ functions which modem legislatures arc in 
a better position to perform than frame the budget. But if 
the budget prepared by the executive is at all to be respected, 

1. In India and the Dotniniofu such restrictions are embodied in tba 
oustit'jtioa 

2. A. £. Buck, IbicL, p. loi. 

5 
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dier« i* need to give it power to determine the budget 
pertially. The principle of executive recommendation mem 
tioned above will give it the necessary influence in the 
legislature. If the executive has taken pains to frame & 
balanced plan, it must be adhered to ; for were the balance 
of revenue and expenditure liable to be upset by any ill* 
formed, sudden and comparatively irresponsible action on 
tim part of a private member, the nation’s finances must soon 
fall into wild disorder.’’^ 

In tlie Japanese system the executive largely determines 
the budget, as certain expenditure requirements amounting 
to about three-quarters of the national budget may not be 
sdtered by the Diet without the concurrence of the executive. 
In France and the U.S.A. the budgets prepared by the 
executive are of an advisory nature, as they merely form the 
basis on which action may he taken. There have been 
occasions when in France new plans have been devised by 
the legislature, as a result of bitter political conflict. In the 
U.S.A. also jKilitical parties play an important part ; for 
where the ex«?cutive and tlie majority in tlie legislature 
belong to tlic same parly, the proposals of the executive stand 
a fair chance of being accepted. 

Another method to secure executive influence in parlia- 
mentary governments is to give the executive the power 
of dissolving tlie legislature. In France through disuse the 
executive has lost Uiis privilege, and so has no means of 
bringing the Qiambers to respect its plans. “ The French 
Chambers,” says Jeze, “ can vote ex|>enditure as tliey please, 
for tlie objects which they consider necessary to the country, 
in the amounts which they deem appropriate for the public 
needs. They may create new objects of expenditure and 
abolish old ones.”-^ Tlie budget in France has lieen the acid 
teat of a ministry's strength ; there have been occasions when 
diree or four ministries successively have been defeated on 
tile budget. The U.S.A. constitution is based on the theory 
iiti the separation of powers and the executive cannot, there- 
fore, dissolve the legislature. 

1 . E. H. Young, The System of A'aliom/ Finance, p. S7. 

Quoted Igr Buck, op. dt., p. 92. 
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In most countries, however, no matter what the power 
of the lepslature, the Chief Executive possesses the right to 
veto, not single items, but whole bills. In parliamentary 
governments this power can hardly be used without leading 
to a political crisis. In presidential governments the veto is 
a means of having the bills discussed again and passed by 
a solid majority (sometimes two-thirds or three- fourths). 
Even in such countries, however, the use of the veto leads 
to political conflict ; often the veto is the result of a conflict! 
between the executive and the legislature. In general the! 
power of veto is not constructive so far as financial planning 
goes ; it does not promote or bring about harmony between 
the executive and tlie legislature. 

The relations between the executive and the legislature 
in India are outlined in chapter VI. Suflice to mention here 
that the British model is closely followed though owing to 
the lack of full self-government tlie executive, specially at 
the centre, has constitutional powers to determine a very 
large proportion of the budget. 

Composition and Powers of the Legislature 

All modern legislatures in national stales are bicameral, 
the lower house consisting of younger and popularly elecled 
members and the upper house of more conservative 
elders,” often elected indirectly. Wherever Uie bicameral 
system exists the question of the relative powers of the two 
hou.ses must always spring up. But there is this special 
difference in the two houses which needs emphasis ; the 
lower house usually possesses tlie sole right of initiating 
money bills and other financial measures, and a deciding 
voice on them, should tliere be a conflict with the upper 
house. In short in financial matters the lower house is 
usually supreme. 

In England, for example, the House of Lords has hardly 
any power over money bills, not even the power, possessed 
in regard to other bills, to delay it for two years. Of all the 
upper houses the United Slates Senate is the most powerful 
*nd in practice makes its voice felt It has often re-wriUea 
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appropriation and revenue measures ; after 1921 it has 
pppos^ the President also. It has neither coni^tutional nor 
cuatomary restrictions set on its actions. 

The Japanese upper house has almost equal powers 
with the lower. The Ginadian Senate is very weak. The 
Australian is stronger than most second chambers of the 
Dominions. It has the power, not to amend, but to reject 
money bills. In India the present 0)uncil of State is weak 
but in tl>e federation it will have almost co-ordinate financial 
powers with the Assembly ; in the provinces where the 
bicameral system prevails, the lower house is supreme. 

The French Senate may not initiate finance bills. But 
on the subject of financial powers there has been much 
controversy between the two chaml>er8. It has been conceded 
that the Senate may reduce appropriations which have been 
voted by the Chaml»er of Deputies. The Senate now insists 
on restoring items of appropriation which the ministry has 
recommended in the original budget but which have been 
reduced or eliminated by the Chamber. Tlie Chamber has 
disputed this right for years but it now permits the use of it 
when tlie budget is before the Senate for the first time. 
These powers of the Senate are a great help to the ministry, 
which frequently submits to an amendment in the Chamber, 
for it counts on the Senate to restore the original clause. 
The Belgian Senate is not as strong as the French Senate, 
in spite of the similarity between the French and Belgian 
political systems. 

The Reichsrat of Germany after the war of 1914-18 was 
a peculiar upper house. It neither criticised nor suggested 
amendments nor prevented haste in legislation. It was 
merely a preliminary chamber voting on cabinet and other 
measures before they were submitted to the Reichstag vdiidi 
could override its decision at any time. 

Deadlocks under the bicameral system are likely to 
occur. One solution is that of a joint sitting as that con* 
templated for the Federal Legislature in Indm. Another is 
dissolution of the houses, if possible, — a solution whidi is 
very ^ective to secure executive influ«ice in the legislature 
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but wfaidi may unfortunately, as in the English House of 
Conmifuia, tend to curtail the powers of the legislature in 
course of time. The Australian method is a combination. If 
the Senate rejects a hill passed by the House of Representa- 
tives, the House may repass it after Uiree months, and if the 
Senate again rejects it, the Governor General may dissolve 
both houses simultaneously, so that tlie general election is a 
sort of referendum on the bill. After the election if the houses 
do not still agree, there is a joint session and the majority 
vote decides. In such voting the lower house which has twice 
the number of meml)ers as the Senate is clearly at an 
advantage. In the U.S.A. the conference method* is used. 

The extent of legislative authority varies from country 
to country, and depends considerably on the constitution of 
the country, tlie state of public opinion and constitutional 
practice. Where ^there is a Dictator, the legislature loses its 
independence — usually it is packed with members from the 
Dictator’s own party, as in Italy and Germany today. In 
England Parliament is sovereign ; yet because of self- 
imposed restrictions, the privileges of individual members 
are curtailed ; and this has a very salutary effect on econo- 
mical financial administration. No member may propose 
increases in an appropriation or tax measure. In actual 
practice, however, even to reduce expenditure items would 
lead to a cabinet crisis, as the ministry would take such 
reductions as voles of no-confidence. Tlie executive possesses 
the power of dissolving the House and so can always make 
party members fall into line, specially over minor changes. 
As regards taxation, the matter is different. The House of 
Commons may change details of revenue and taxation 
measures without precipitating a cabinet crisis. This 
follows from the .old constitutional principle that only 
Parliament can vote taxes. 

In France and the U.S.A. individual members of the 
l^islature have hardly any restraints imposed on their 
private resolutions ; thou^ in a few of the states of the 
G.S.A. they nfay reduce or reject but not increase the expen- 
diture proposals contained in the governor’s budget. Hence 
Vide Ch. 11, l^gishtivt CtnuitUrotion of tht Budget. 
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tile many abuses with which the world is familiar, and defect 
in the ^ancial system arising from a lack of adeqtule 
mcecutive initiative in the preparation of the budget 

Co-OPEHATtON BETWEEN THE LEGISLATURE AND 
THE Executive 

When in a previous section it was said that budgetary 
initiative ought to l>e conceded to the executive, it was not 
implied that the legislature and the executive should work 
as water-tight compartments. One of the important and 
desirable features of any sound system of financial admin- 
istration is the practice of clo.se and harmonious working 
between the two. 

Lack of co-operation is a peculiar feature of presiden- 
tial government. In the U.S.A. there is no member of the 
President’s cabinet present on the lloor of the legislature 
to defend the cslirnales and to answer criticisms and objec- 
tions. The efforts of President Taft' to remedy the situation 
were of no avail and hence in spite of the Budget and 
Accounting Act of 1921 the defect continues. In parlia- 
mentary governments the executive being really a committee 
of the legislature, there can be no discord between the two. 
But the danger here is that if the executive is too powerful, 
it makes every reduction in estimates a lest of confidence as 
in Elngland ; if it is relatively weak as in France, the legis- 
lature may change the budget beyond recognition, thus 

I. President Tail in connection with the report of the Conunission on 
Economy and ICflicicncy t<K>k the view that an arrangement by which 
cabinet mcmlKTs could take their seats in each house of Congress 
“ would greatly facilitate the btisiness of Congress in getting at the 
fart.s through the interrogation of Members of the Administration on 
the floor of each hotise ; and it would give the memhers of each house 
a clear conception of the needs of government as the .Administration 
thinks tliem to he, backctl by arguments of men who must by reason 
of their duties know what they are talking about. Indeed the very 
function thus added to the others of the Cabinet members will stimulate 
them to a closer attention to their departments and a more intimate 
know'lcdgc of their working.” — Message to Congress on the Coni- 
tnission's Report, Dr. Cleveland, the Chairman of the Taft Com- 
ntiuion. approved of this recommendation, for ” the (President and the 
Outlet should take the initiative and then stand the test of open public 
questioning, criticism, and discussion before Congress.” When the 
Act of 1931 was passed, nothing was done ab^ this in^ortant 
pnqiosal. 
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doing away with hudgetery balance and harmony which is 
ao necessary for the budget.* 

It seems that co-operation in budgetary matters must be 
extended, if it is to be helpful and constnjctive and without 
friction, before the budget is introduced to the legislature 
and through them to tlie public. The problem of co-opera- 
tion has unfortunately not lieen solved. In England 4ie 
expedient of an Estimates Committee has proved a failure 
in India there is the Standing Finance Committee whose 
duty is chiefly restricted to llie scrutiny of new items of 
expenditure. 


Legislative Committees 

Williin each legislative body the committee system has 
been developed for the cfiicicnt despatch of business, finan- 
cial or otherwise. The committees may lie committees of 
the whole house as in England where llicrc is the Committee 
of Ways and Means and the Committee of Supply, or as in 
France a Finance Cornmiltee for each Chamber, or as in the 
U.S.A. separate. committees for revenue and expenditure. 

The English sy.slem of committee of the whole house 
enables a full and frank discussion of Uie subject on hand. 
The Speaker leaves the Chair and the rules of debate arc 
relaxed. The Committee of Supply votes the estimates which 
are presented ; and then the Committee of Ways and Means 
sanctions payments from the I'onsolidaled fund and also 
autliorises taxes to produce income for the consolidated fund. 

1 . tliggs lias pointed out Ixjth these defcrls very forcefully when he »»yt ; 
“so >ou have the hudset pre{>ar«.d and laid litfore the House of Com- 
mons and the country, and then, when its defects fn‘come apparetit, you 
find you cannot Ret them altered or ameniled. because the presUfte 
of lIic Ruvernment is involved.” And spraUinR of the French Finance 
Committee, he says : “ the Finance Committee rocs through the budget 
and sends for officials, merchants and ex[)erl_s. and bankers and people 
wbo tcadcr and olTer their evidence. It liear.s what >s to be said for 
and against the bmlget proposals, and it km^rks the budget about, cuts 
it to pieces, amends it. increases it here, and reduces it there, so th^ 
when it is ffrought back to the Cliambcr of Deputies the Mini.Uer of 
Finance emnot recognise it as his budget any longer.” — H. Htggi* 
Financial Reform, p. 17 . 

2- Vide Ch. X, The Leffislotttre. 
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la adcUtion there u the EstimAtes Committee of fiftem mem* 
bem to examine and criticiee estimates without interfering 
with the policy of the cabinet It is purely an advisory body 
and was established with a view to effecting economies, but 
it has failed to achieve its purpose. The Public Accounts 
Committee is another standing committee, also composed of 
fifteen members, whose function is to go into the accounta 
with the help of the Comptroller and Auditor General, 

In France there is a Finance Committee for each house ; 
and consists of 44 inemliers in tlie lower house and 36 in 
the Senate, who are chosen from the different party groups 
by a scheme of pro|jortional representation. Hence each 
committee is a microcosm of the chamber it represents and 
has for its chairman a rapporteur general who has com- 
plete exmtrol over its work and full responsibility of sub- 
mitting its report to the chandier, Tliese Finance Committees 
are admittedly powerful. 

The U.S.A. had no less than eight appropriation com- 
mittees which not only worked independently even in the 
same house, hut had no responsibility to see that appropria- 
tions were balanced by anticipated income. Revenue bills 
were handled by another group of committees. Since 1921, 
however, there is a single Committee on Appropriations in 
the House of Representatives which consists of 36 members 
and works tjirough eleven sub-committees. The majority 
party in the House has the largest number of members on 
the committees and sub-committees. The Senate also 
modified its rules in' 1922 to provide for a single Committee 
on Appropriations which consists of 23 members and eleven 
aub-committees. Each sub-committee consists of nine mem- 
bers. Revenue hills are handled by the House Committee 
of Ways and Means and a Senate Conunittee on Finance, 
each consisting of 25 members. These committees work 
independently of each other. However, the chairmen of 
the revenue and appropriation committees in the same house 
Ice^ in toudi wi^ each other, so as to bring* revenue and 
ea^traditure proposals into balance as far as possible. In 
ad^tion there are two committees on expenditures in the 
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execDtiTe departments, a Senate Committee of 7 and a House 
Committee of 21 members. In the House there is also a 
Committee on Accounts composed of 11 members. 

Submission of the Budget 

The date of submission of the budget differs in various 
countries. In the IJ.S.A. and F'rance tlie estimates have 
necessarily to be presented many months before the com- 
mencement of the next financial year, so as to allow time for 
the legislative committees to scrutinise it. In India the 
estimates are presented with the budget speech, and financial 
bills introduced on the same day — in llic middle of February 
for the provinces and on the last day of the same month at 
the centre. In England the estimates are presented in 
February and the Appropriation Act is not passed till about 
the month of August, while the finance bills are introduced 
by a budget speech during the first week of May. The policy 
of issuing estimates and finance bills on die same day in 
India is not without its advantages. A more balanced view 
can be taken of the income and expenditure sides of the 
whole budget. 

The budget speech in England and India and the 
Dominions is one of the great speeches of the budget session 
and of the year. The lower house is usually packed to capa- 
city, the galleries are full with visitors, and newspaper 
reporters wait with impatience to announce the government’s 
policy for the ensuing year. The Chancellor of the Exchequer 
in England delivers his budget speech, when the House goes 
into die Committee of Ways and Means at about 3-30 in the 
afternoon, when the Stock Exchange has been closed for the 
day. TTie speech itself is carefully drawrn up so as to be 
comprehensive in scope and attractive in presentation. The 
speech ranges over all aspects of government finance, the 
results of the last complet^ year, the revised estimates for 
the current year, the budget estimates for the next, the ways 
and means programme for the current year and the next ai^ 
lastly — wdiat the House and the public eagerly await-'-lhe 
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texaUon proposals for Uie year.* At tho ^id of the speech 
the members of the Opposition usually reply to the Qtan- 
dellor, criticising his proposals and stating their own views. 
A. E. Buck considers that this procedure all in all, “ affords 
the most perfect staging for the budget which any government 
has so far devised,”^ gnd remarks that a similar procedure 
is followed by the Dominions and by Japan, but “ often with 
less dramatic effect.” 

In contrast we have the American practice which makes 
the submission of the budget a mere incident in the day’s 
routine. Tlie message of the President is read by a clerk of 
the legislature. The effect of the message is lost ; no public 
opinion is roused over matters which concern the people inti- 
mately. If the executive officers could take the floor of the 
legislature ” much of the work of the congressional com- 
mittees on the budget, now l>eing done in camera, would then 
be brought out in the open ; the President and his chief 
administrative officers would he put on their mettle before 
Congress ; and the public would know more about what is 
going on in the planning and administration of the national 
finances.”'^ 


Legislative Consideration of the Budget 
As soon as the budget is presented, it is taken over by 
standing committees except in Great Britain where a com- 
mittee of the whole is employed. In India the whole house 

1 . “The Chancellor’s spwch in introducing it. c.->lled the Financial State- 
ment, contains a review of the finance of the year which has just 
closed, and gives the final balancing of that account. If there is a 
sur|)liis, it ROCS by statute in reduction of the national debt. Surpluses 
paid over in this way are called the Old Sinking Fund. Any deficit 
will have been covered hv borrowings. That matter cleared out of 
the way, he turns to his forecast of revenue for the current year, and 
compares it with expenditure already known, including any new expen- 
diture already known, such as repayment of debt or fresh services, 
which the government may contemplate. He gives details of new 
taxation, and remission and alteration of the old. If he anticipates a 
surplus, he can use it to pay off debt, or to reduce taxation or <m new 
services. If he anticipates a deficit he must impose new taxes, or 
increase old ones, or borrow. He gives the final balance sheet. He 
examines also the state of the national debt and .gives a general 
disquisition upon the condition of the country's finance, tra& and 
prosperity." — J. VV. Hflls, Fitianef of Cofcmmeni, pp. 50-51. 

2 . The Bwiget in Governments of To^y, p. 199. 

3. Ihid., p. 300. 
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dificuBses it without the formality of {toing into committee. 
This is an improvement on the British system in that it saves 
a deal of time and unnecessary duplication. In Switzerland 
both houses consider the budget at the same time. In the 
U.S.A. revenue or appropriation bills are not considered by 
the Senate until the House of Representatives has taken 
action on each of them. Estimates are forwarded to the 
House of Representatives as soon as they are ready ; and 
the House Committee on getting tJiese estimates parcels out 
the work among its sub-committees. These hold ‘ hearings ’ at 
which departmental officials are called in to give evidence 
bearing on their expenditure requirements which have been 
included in the estimates. Ihe Appropriations Committee 
takes charge of the expenditure estimates ; the Ways and 
Means Committee of the revenue proposals. As the com- 
mittees in the lower house complete their rejxnt on, and the 
House passes, the appropriation and revenue bills, these are 
sent to Uie Senate Committees on Appropriatiori and Finance 
respectively, where the process of scrutiny, holding hearings, 
etc. is again gone tlirough. 

In England the estimates are circulated in February, 
though the Chancellor's sjveech will only l>e delivered some- 
time in the first week of May. Discussion on taxation pro- 
posals in the U.K. takes place in the Committee of Ways and 
Means, to which the budget speech is delivered. Ramsay 
Muir is of opinion that in criticising taxation measures or 
reducing them tlie Committee of Ways and Means “ is a 
suitable body for the purpose ; it is a committee of the whole 
House, but the whole House is interested in the taxes that 
have to be paid by the whole community and therefore the 
discussions are real discussions.”* But the Committee of 
Supply which sanctions estimates of expenditure is hampered 
” by outworn rules of procedure ; ” for “ the House of Com- 
mons pursues national economy with the same rules of 
procedure it used when disputing with kings.”’ Debates in 
the Committee of Supply are political rather than financial ; 
for the Opposition chooses “ the subject which is most likely 
to combine an attack on the government.”^ This is also 

1 . Ramsay Muir, How Britain i$ Governed, p. 235. 

2 . H. Davenport, Parliament and the Taxpayer, p. ttS. 3 . Ibtd, p. 139, 
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]Mrtly due to the lack of information for a parliamentary 
debate cm expenditure. An adverse vote is not likely on 
imall matters as the government may make it a test of con- 
fidence and follow it up by a dissolution of the House. 

To promote harmony between the executive and the 
legislature the Select Committee on National Expenditure, 
1917, appointed by the House of Commons, recommended 
the establishment of two or tliree standing committees on 
estimates, composed of fifteen memlxjrs each and provided 
with expert assistance in studying expenditure estimates. 
The Estimates Committee already in existence had failed to 
produce results h(!cause of the want of staff assistance. No 
action has been taken on these recommendations. This may 
well be due, as Kamsay Muir emphatically declares, to the 
fact that “ the Cabinet is extremely jealous of any invasion 
of ‘ Cabinet respcjnsihility ’ — even when the Cabinet itself 
has no lime to deal with the problems that need considera* 
tion, and would l>e (piile unable to tackle them if it had,” and 
that “ behind tlie Cabinet is the bureaucracy of the depart- 
ments, hating die idea of any meddlesome interference by 
Parliament, and, probably thanking its stars that the 
estimates are presented in such a form as to make such 
interference impracticable.”* 

It is very interesting to note the time given to the 
discussion on die budget in France, Engbnd and the U.S.A. 
In England twenty days are allowed for the consideration of 
estimates in tlie Committee of Supply and these twenty days 
are scattered through the session till the first w'eek of August. 
The discussion begins with a debate on grievances, now a 
meaningless ritual as parliamentary sovereignty is no longer 
disputed. Tlien comes the scrutiny of estimates ; but not 
all estin^ates are debated. The Opposition chooses the items 
to be discussed. ” For eighteen days the House may discuss 
away ”, says Young, ” but the nineteenth is a day of judg- 
nxmt,”* for on that day all remaining estimates are put to 
die vote.^ On the twentieth the remaining report stages are 

1 . Op. dt siqira., p. 23a 

2 . E. H, Youna, The System of Natiottal Fiimiue, p. ^ 

3. m$ prooHfaire is tectmicatly called Uk ‘gmllotioe’. 
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gone through Hence it happens that about one half of the 
estimates are not discussed at all. However, those votes, 
which are important enough for party battle, are usually 
debated. 

In France the attacks on the budget are also of a 
political nature and have been known to overthrow one 
ministry after another. Discussions on the budget last three 
months. The Finance Committee is in control of tlie budget 
in the Chamber of Deputies. It may defend the ministry’s 
proposals or modify them ; and llie chairman of the com- 
mittee, the rapporteur petieraL will not hesitate to turn the 
budget to political purposes. When this committee reports 
the budget bill, discussion of it clause by clause begins, and 
this discussion is often made the occasion for ventilating 
private grievances or criticising the conduct of the govern- 
ment in general. The bill when passed by the Chamber of 
Deputies goes to the Senate to lie there treated to a similar 
procedure. 

In the U.S.A., in contrast, budget debates are a routine 
affair. Tlie budget bills when reported by the Committee on 
Appropriations are considered again in a committee of the 
whole house. Each lyll is steered through die house by a 
member of the Appropriations Committee, usually the chair- 
man of the sub-committee directly in charge of the bill. On 
going into committee of the whole house there is a general 
debate for two or three hours, often on irrelevant matters. 
Next the bill is discussed and voted clause by clause under 
‘ the five-minute rule.’ Any member may move amend- 
ments but he cannot address the house for more than five 
minutes on each clause. Few amendments are, however, 
made ; for, the house usually supports the recommendations 
of the Committee on Appropriations. After the bill is 
reported and passed as a whole by the House of Represen- 
tatives, it is sent to the Senate where a similar procedure is 
gone through. However the Senate cannot increase amounts 
or add new items, unless it is to fulfil existing provisions of 
the law. Disputes betw'een the two houses are common and 
the conference system is resorted to. But such conferences 
'CRunot add new items and must settle on a figure that is 
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between the larger and the amaller amounts voted by the 
two houses. Further, no new matters can be added and 
xtothing can be changed except as regards the precise point 
of disagreement between them.^ 

Budgets are usually authorised on tlie revenue side by 
finance bills and on the expenditure side by appropriation 
or budget bills. The French budget bill is divided into 
chapters, and each chapter is voted u]X)n. In England 
estimates are divided into ‘ votes * covering a service or 
group of allied services ; tlie American appropriations are 
mandatory and highly itemised and therefore inelastic.'^ In 
India the formality of an appropriation or budget bill has 
been dispensed with and there are only demands for grants 
— a demand being for a sei-vice or group of services adminis- 
tered by a particular <lepuilment — which are later included / 
in a schedule of authorised exp«*n<lilure by Uie executive. 

Thk Bddget and the People 

The budget is for tlic people and it is but riglu that 
they should Iw able, through the press and platform, to give 
expression to their views. In England, Uie Dominions and 
India a fair amount of publicity is given to tlie budget. In 
India the Finance Minister's speech is reported in toto. 
Speeches on tlie budget by ministers and opposition members 
are also reported though in a very summary form, except on 

1. Buck is o( the oviinioa that the conference system as used in the 
U.S.A., thuuKh it niiglit c\|H,'ditr business, lias several disadvantages. 

*' It IS inclined to Iw aul(H.iaiie in the eserrisc of its powers, some- 
times making changes in a hill which its authority dues nut warrant. 
It cttstomarily meets lictund cKiscd doors to do its work and no 
record is kept of its acts. W'iien it has reported to the two Houses, 
they must either atxepl its proiio^aU without amendments or reject 
them in lolo. If the pmposals aic rejected, another conference com- 
mittee is appointed and the same procedure icpeatcd.” The Senate 
seems to be in a mure advantageous position as its members possess 
more e\pencncc in legislative matters . — The liudyet in Governnunts 
of Todoy, p. ju. 

Z. The apfiropriations in the U.S.A, are voted for small items and the 
executive is tdiliged to spend the full amount appropriated. Appropria- 
tioin in India, uigland and most countries meiely giVe the maximum 
which the executive should nut exceed. This latter method is clastic ; 
if cmecfliencies arise expenditure may be reduced. In the Americui 
OrMtm ^s is not possible, ankss by an appeal to the legislature. 
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Urger issues when the reports are fuller. Yet hardly any 
comparative statements summarising the government’s 
finances as a whole are given, with the result that no 
reasoned judgment can be arrived at. 

The need for publicity is even greater when the legis* 
lature may change the budget prepared by the executive to 
a considerable extent. Legislative committees might in 
such matters prepare a statement in the form of a lialanoed 
budget summary with supporting schedules and explanatory 
notes on ail important revisions. Since 1922 the chairmen 
of congressional committees in the U.S.A. have issued 
statements at the end of each regular session giving a 
summary of appropriations made by Congress as compared 
with the expenditure as set in the President’s budget. This 
statement is published in the ‘Congressional Record.’ Tlie 
Treasury publishes before the opening of the fiscal year, a 
‘ Digest of Appropriations ’ for that year. But this publica* 
tion is too voluminous and detailed. The “ Report to the 
People of the State on its Financial Condition ” published by 
Governor Smith of New York during his tenure of office was 
of greater use to the public. It showed the appropriations 
made by the legislature for llie coming fiscal year and the 
estimated income to meet them, explaining both in simple 
terms easily understood by the average citizen. 

The provinces as well as the centre in India have started 
information series. These series during the budget session 
could be utilised to give convenient summaries, backed by 
some statistical tables, of the general financial position of 
government rather than only extracts from ministers’ 
speeches. And when each demand is taken up, the policy of 
the government for the future as compared with the past, 
might usefully be elucidated. Demt>cracy cannot exist 
unless the people can form judgments for themselves. 

Time of Voting the Budget 

ITie practice in India is to pass the budget before the 
year bt^ing. No appropriation can be used until it is, not 
passed by the le^slature but also included in an 
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jiudiaittealed tdiedule of expenditure by the executhe. 
France and the U.S.A. also complete all appro{Hiation bills 
before the year starts. 

The advantage in deferring the voting of appropriations 
till after the year has commenced is that complete informa- 
tion about the year that is ended is available to the 
legislature. Yet, on tlte other hand, this necessitates action 
by the executive for a time without reference to the proposed 
budget, and hence the legislature authorises temporary 
appropriations based on the estimates presented. Ibis 
method is followed regularly by Belgium and frequently by 
France through the douziemes .provuoires, which are 
expenditure autliorisations by months. Stourm disapproves 
of this device as being wholly the result of parliamentary 
disorder.” In France tliis method has l>een necessitated by 
political crises which prevent the budget from being passed 
m time. 

In the U.K. Parliament passes ‘ votes on account ’ to 
enable Uie government to carry on till the Appropriation 
Act is passed. The Financial Secretary of the Treasury 
prepares an estimate of the amounts needed to carry on the 
civil services ; and this is authorised by a resolution of the 
Committee of Supply before March 31. In thjs estimate no 
new source, not already sanctioned by Parliament can be 
included. When this supply resolution has been passed, the 
Ways and Means G^mmittee authorises issue from the con- 
solidated fund of the amounts granted ; these are included 
in the Consolidated Fund Bill and passed. 

The English system also provides for sudden, unfore- 
seen emergencies by means of * votes of credit ’ which are 
lump sum appropriations made by Parliament. In emer- 
gencies such as war or a severe economic depression, die 
executive has no time to frame the estimates and the money 
is urgently needed. Then the ministry asks for votes of 
credit which may extend to very large amounts chiefly in 
times of war. A vote on account is for the purpose of 
atabling government to carry on till the Appropriation Act 
ia passed and is based on the total amount estimated by the 
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executive for that pardculw group of services. A vote of 
credit is a blank cheque. Hie executive will bring in the 
detailed estimates later, meanwhile it has the finance to 
prosecute the policies it is committed to. 

In countries where the whole budget is on an annual 
basis, refusal or failure of tlie legislature to vote the budget 
bills in time is fraught with grave consequences. The whole 
administrative system comes to a dead stop* — no revenue 
can be collected, no expenditure can be incurred. And the 
effects of such a catastrophe make themselves felt in the 
public economy for a long time to come. 

The French budget is voted on ajj annual basis. Where 
owing to legislative deadlocks and political manoeuvres the 
budget is not passed in time, the French legislature has even 
had to stop its clock on the eve of the fiscal year to preserve 
legal fictions ! Tlie Japanese constitution provides for a 
continuation of the budget of the preceding year whenever 
the Diet fails to authorise the proposed i>udgct. By the 
Polish constitution the President has tlie power to make the 
proposed budget effective by decree, if Parliament does not 
vote it by the opening of the fiscal year. 

Supplementary or Additional Appropriations 

The budget in practice always shows either a surplus 
or a deficit. If the administration foresees that expenditure 

1. “ To refuss to vote the budget 1 One can wrarcely conceive the con- 

sojucnces of such an eventuality. If the year was to oi>eii without the 
budget having been voted, the bond-lioldcrs would tRrt get their 
interest ; nor the pensioners their pensions ; ttie tradesmen would beat 
in vain at the gates of tlie Treasury ; the officials would work without 
salaries ; the schools would be clo^ ; the Army would be deprived 
of its pay, of its livelihood, of its equipmenL of its prr/visions. All 
the functionaries of the State, that is to say practically everybody 
would find himself affected ; the activities of the country would te 
paralysed. Taxes furthemnore are no longer collectable and the sudden 
interruption of payments, not only immediately impoverishes the 
Treasury, but its effects are prerfonged beyond the period ; the frontiers 
-Are no longer guardeth the gates of the cities are abandoned, bonded 
warehouses are deprived of inspectors, hence importerSj wholesale 
dealers, truckmen, innkeepers, etc. and all the d^ers in products 
stAject to custpms duties and taxation, immediately flood the country 
WT*. pihscCT, coffee, sugar, liquors, etc. free of duty. The immense 
< «^n i st raUve machine, uduch hitherto had in its grip every taxable 
teU Hs prey escape. Smuggling, in a short space, can anbairass 
the puUic revennes for a long period." — Stoomi, The Budget, p. jSu 

6 
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if lilusly to inci«ase beyond the I^slative allotineiit,^ tbem 
if notisi^ more reason^le than to provide for it in advance, 
^pplementary appropriations must be obtained before the 
year it over ; otherwise the audit authorities will treat die 
excess as unauthorised expenditure. 

To ask for supplementary grants does not mean that 
the executive has no funds to meet that expenditure. Th^ 
government may have surplus funds ; but it cannot apply 
them for particular purposes unless the legislature sanctions 
the required appropriations. In such cases budgetary balance 
is not disturlied ; surplus revenue is utilised to meet extra 
expenditure. Of course the Finance Department or Treasury 
looks into each case to see if the excess expenditure is really 
urgent, if the expenditure cannot in some way or other 
wiUiout loss to the public service, be postponed to the next 
year. 

Supplementary grants are demanded only when the total 
of each demand is likely to he exceeded. It may happoi 
that while expenditure on a part of an item has diminished, 
that under another has increased. A transfer from one 
aubordinale head to another usually does not transgress the 
legislature's command. 

Ihe French method of supplementing appropriations is 
dirough the credits additionel. Attempts have been made 
to curtail their use but they have been unsuccessful. AlHx 
claims that they upset budgetary equilibrium and encourage 
extravagance, for the administrative oiEces often secure 
grants in this manner from Parliament which they could not 
aecure through the regular budget. 

In the U.S.A. the method of * deficiency appropriations * 

1 . Hilton Young has some strong remarks on the subject of suMdementary 
estimates. ‘‘Because of the long forecast that has to be made in 
pre|>anng the esttmates, supi^ementary estimates may <tften be a 

necessity but they are always a necessary evil To allow the 

adteme once approved to be treated as something still fluid and liable 
to extensive modifications must inflnitely weaken effective control, 
and supplementary estimates are the most harmful way of doing soi 

They are a diseased esKrescence on the year's uiance. and die 

■Ifftt and success in finance of the Ministry and the executive may bn 
measured by thdr ability to do whboot them."— HUton Yomc, The 
JTyiteM e/ National finance, p. 89. 
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has be«i used, or rather abused. Tlie Aet of 1921 did 
not remedy the situation. Deficiency appropriations in tiw^ 
l].5.A. amounted to about 10% of the total national budget 
for the year 1930^1 ; whereas in EIngland for the same 
year supplementary estimates amounted to less than 2% of 
the totaL 

C. Eaectitiofi ol the Budget 

When the appropriations and the revenue measures 
have been voted in full, as in most countries, or in part, as 
in the United Kingdom and Belgium, the stage is set for 
putting the finaifcial plan into operation. But all is not 
plain sailing. Many problems and difficulties arise while 
the budget is being carried out. Revenue may not come in 
as was expected, and tlie need would arise for the executive 
to seek the approval of the legislature for the imposition of 
extra taxation. Expenditure for one reason or another may 
exceed or may lie very likely to exceed appropriations, and 
the need would arise to have supplementary estimates 
sanctioned. 

The execution of the budget entails three responsibi* 
lities : (i) that money is spent economically and according 
to the instructions of the legislature, (ii) that money is 
properly gathered from all source.s without fear or favour, 
and pending payments to creditors kept in safe custody, and 
(iii) that both actuals of revenue collection and disburse* 
ments are closely watched so that all movements are kept 
under control. 

Hence we shall deal in turn with the proper agencies 
for carrying out the budget, their organisation, and the 
methods they follow for collecting revenue and for spending; 
with the task of watching the progress of the budget so that 
die equilibrium or balance is maintained to the end of the 
fiscal year ; and lastly with the means adopted to secure 
biK^eUuy control. 

iNTpRFEREMCE BY THE LeCISLATUKE 

It is dbvions that the executive ou^t to he charf^, 
fMting &e most appxiptiate body lor it, with the exeentioa 
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of 8ie budl^ ; yet financial practice has not always be«t in 
eonsonance with this principle. Till 1661 when GiadsUme 
established the Public Accounts G>nimiUee, the House of 
Commons attempted to control expenditure by placing 
restrictions on the issues of money from tlie Exchequer than 
by examining how the money had t>een spent, in other words, 
it attempted to supervise actual expenditure than to check 
the results. The French Parliament still limits executive 
action by restrictions, attached to each appropriation 
(credit) ; in addition the rapporteurs generaux of the two 
chambers are required to watch and control the expenditure 
of these credits from month to month. Should the Frentdi 
Parliament perforin such a task ? Is it fitted for that func* 
tion ? Is it not, us Allix claims, a sort of usurpation of 
executive authority ? 

In the IJ.S.A., Congress, in spite of tlie Budget and 
Accounting A<1, has practically come to consider the 
administration us the fourth organ of the state. TTie 
appropriations arc often made directly to llie administrative 
departments and agencies. In addition Utey are mandatory 
and highly itemised, so that executive and administrative 
discretion and budget elasticity are reduced to a minimum ; 
worst of all, Congress even sometimes autJiorises some of its 
memlrers or committees to supervise the actual expenditure 
of appropriations and tlie transfers between appropriations. 
As with the English House of Commons before 1861, 
Congress is not very much concerned with enforcing 
executive accountability after tlie budget has been executed. 

In India, on the contrary, the executive is almost 
omnipotent. The vast administrative organisation all over 
the country under its control is responsible for the executimi 
of the budget. 

Executive Responsibility and Administrative 
Centralisation 

Perhaps the best administrative system is one that fixes 
responsibility on the executive and durou^ a centralised 
oi|;anuati<m demarcates the financial powers of each 
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authority in the adminiatrative hierardiy. Executive res- 
ponsibility, centralisation, and adequate financial machinery- 
are necessary for sound administration. If the executive 
must be responsible for the execution of the budget, then it 
must also enjoy a position of authority in the administration. 
Tliis position and responsibility, however, depend on the 
tyjK* of government and the administrative organisation. 

In a dictatorship executive authority is complete and 
ahsolute. If the Dictator fails to at hicvc his plans, it will 
not l>e owing to want of authority hut rather owing to unsuit- 
able administrative framework, faulty administrative 
melliods, untrained or unreliable |)crsonncl or perhaps to 
Uie inlierent defects of the plans themselves. In parlia- 
mentary governments the executive controls, and forms part 
of, die administration, and hence has genera! responsibility 
for carrying on the work of administration. This 
responsibility is secured l)y placing a minister at the head of 
every department, and by a hierarchy of financial auUiorities 
among whom the Finance Department is entrusted with the 
special task of maintaining the budgetary balance and 
enforcing economy and effa-ieney in the administration. 
Hence the Finance Ministership is one of great responsibility 
and privilege and eagerly sought for next after the Premier- 
ship. In a presidential fonn of government, the President 
is responsible in a general way for the task of administration. 
In tire U.S.A. he has working directly under him a group of 
officers, called his cabinet and chosen for political or 
administrative reasons, to each of whom is entrusted a 
department of stale. The Treasury is a department of slate 
under the control of the Secretary of the Treasury. He is 
one of the most responsible heads of departments, but bis 
fxisition is very much inferior to that of a Finance Minister 
■who is a colleague of the Prime Minister and a member of 
the legislature. 

The d^;reQ of centralisation and therefore the efficiency 
of financial control varies with tlie powers possessed by the 
«»*cutive. The English syston gives the executive . large 
and effective powers, makes it the apex of the country’s 
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•dminutrative system and holds it jointly responsible to 
'Parliament who are its masters. It has, therefore, complete 
control over the diffemit administrative agenda determines 
lines of policy and forms the connecting link between tlte 
administration and the legislature. Executive authority in 
financial affairs is in practice wielded by the Treasury, 
which has for its head the Guinccllor of the Exchequer. A 
similar system is followed in India and the Dominions of 
the British Commonwealth. The French system thou^ 
parliamentary in form, makes for decentralisation by 
increasing the powers of individual ministers, and curtailing 
the powers of the Finance Department by handing these over 
to be exercised by the I'inance Committee of the two 
chambei's. The French legislature has of late even attempted 
to control the rate of exjwjnditure through these committees. 
The German financial system has always inclined heavily 
towards centralisation. The executive possesses large 
powers ; and the Finance Minister and his department have 
always been given much authority as regards the execution 
of the budget. In Russia it is the C(vnmissariat for Finance 
that administers the financial plans drawn up by the Central 
Committee of tlie Communist Party. In the U.S.A. in spite 
of the Budget and Accounting Act the authority of Ae 
President as regards the execution of the budget has not 
increased ; powers are divided between the executive and 
the General Accounting Office, which exercises check over 
all receipts and payments. 

In France and the U.S.A., the Treasury or Finance 
Department is separated from the Bureau of the Budget. 
In the former country this separation has caused the 
appearance of the plural executive, the Minister of Finance 
and the Minister of the Budget, who are jointly responsible 
for the budget. Everybody realises that such an arrange- 
ment is purely a political makeshift. In the U.S.A., however, 
bofii the Secretary of die Treasury and the Director of die 
Budget are the nominees of the President, entrusted wilb 
die carrying out of his policies. Hence the clash thmre wifl 
Dot be so great as in France where noHtical bondb 
always beoa loose. 
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FiNANaAL Organisation 

To the adequacy of financial orgai\jsation and a trained 
and reliable staff attration has already been drawn in the 
introduction to this work. Their importance in working the 
financial machine can never be over-estimated. Moreover 
in parliamentary governments it is essential that amateurs 
at tlte helm of the state should be assisted by experts in 
permanent service, experts who will work as willingly under 
one amateur as another. But experts are made through 
exfierience and training ; and, therefore, the ‘ spoils * system 
>sluch prevails in the L.S.A. cannot but be condemned. 

In executing tlie budget there are two separate agencies ; 
one concerned with the collection of revenue, the other with 
expenditure. In the English system tlie whole financial 
administration centres round the Treasury, which is nominally 
controlled by a Board of Commissioners but in reality by 
the Giancellor of the Exchequer, and his assistant, the 
Financial Secretary to the Treasury. Tlie Treasury ia 
divided into three main divisions — finance, supply service*, 
and establishments — called departments, each in charge of 
a Controller. Among them they deal with all questions 
relating to the budget and departmental estimates, personnel, 
taxation, accounts, and all other matters connected with 
finance. Revenue collection is carried out by the Board of 
Inland Revenue and the Board of Customs and Excise, both 
of which are under tlie direct supervision of the Treasury. 

Payments to the different departments are entrusted to 
the Pay Office under the Paymaster General, which is one 
of the offices under direct Treasury control. But before the 
Treasury can transfer moneys for the consolidated fund ser- 
vices from the consolidated fund to the account of the Pay- 
master General, the ccmcurrence of the Comptroller and 
.^ditor General is necessary. This power of issue does not 
involve any real control over expenditure ; be simply sees 
that the proposed issue has the requisite parliamentary 
sanction for it. With regard to supply services, howevar, 
W cannot dbeckAe issues, but calyttiticise the niisap p li c a t ioit 
«f money. 
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In order to secure economy in the day to day working 
q{ the different departments, the actual spending is placed 
in the hands of the ‘ Accounting Officer ’ who is usually the 
permanent head of the department The duties of the 
Aoxtunting Officer do not relate to account keeping but to 
financial responsibility. He is responsible for payments 
made by his department and for the departmental appropria- 
tion accounts which are submitted to Parliament at the close 
of the financial year. He is in an excellent position to effect 
economy and promote efficiency ; for he has the responsibility 
and the requisite power to do so. It is this Accounting 
Officer who .appears l)efore the Public Accounts Committee 
to answer for die actions of his department. 

In the French system the Minister of Finance has charge 
of the collection, custody and disbursement of all revenues. 
With regard to expenditure his auUiority is limited, for 
cabinet ministers as heads of the different departments have 
considerable responsibility for their own payments. The 
Minister of Finance has three main duties ; to control dis- 
buraements witli respect to the current condition of the 
treasury, to keep payments within the limits of legislative 
appropriations and to supervise the actual payment of gov- 
cmment creditors. Evei7 month he estimates the funds in 
the treasury and notifies each minister of the amount he 
may utilise during the next montli. 

Each minister controls the expenditure of his department. 
On his authority vouchers are drawn but unless approved 
by a ‘ Controller of Incurred Expenditure ’ who is an agent 
of the Finance Department and who ascertains if there are 
appropriations enough to cover them, no payments may be 
made. An appeal from the controller lies to the Finance 
Minister. However, the powers of the controller are not 
exercised in practice, and so the system suffers in its efficiency. 
Each minister keeps the accounts of his department according 
to the regulations of the Minister of Finance. 

In the U.S.A. there are three financial a'uthorities, the 
Secretary of the Treasury, the Bureau of the Budget, and 
the General Accounting Office. Financial administratifm ia 
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more decentralised and, therefore, less effective than in par* 
liamentary governments. The Bureau of the Budget deals 
with estimates. The Treasury collects the government’s 
revenues, has the custody and management of the govern- 
ment’s funds, sees to the service of debt, issues warrants 
against appropriations and submits periodical reports on the 
^ancial condition of the treasury and the state of the appro- 
priation accounts. The General Accounting Office under the 
Controller General is an independent establishment of the 
government and deals with the settlement and adjustment of 
claims. Hence it is both an accounts and audit authority and, 
therefore, encroaches on the tasks of the executive. The 
Controller General provides the check on receipts and 
expenditure by countersigning all warrants drawn by tlie 
Secretary of the Treasury for depositing or withdrawing 
moneys from the treasury. Each department of the adminis- 
tration keeps its own accounts and it is these accounting 
agencies that furnish information when the budget is framed. 
They submit monthly reports to the Budget Bureau on 
departmental expenditures. 

Budgetary Equilibrium and Control 

The executive must bear the responsibility for seeing 
that the budget as sanctioned by the legislature is carried 
out. There are certain difficulties in ibe way for the solution 
of which the executive must be entrusted with a large amount 
of discretion. Hence the practice of highly itemised budgets 
and mandatory appropriations, prevalent in tbe U.S.A., must 
be deprecated ; for the result is that in times of stress govern- 
ment cannot balance the budget by cutting down expenditure 
and, further, cannot make minor adjustments by transfer 
from one small item to another. 

Watching of actuals is one means to see that at all times 
government has sufficient funds to meet its expenditure 
requirements. Hence the necessity for a ways and means 
programme. Expenditure and revenue are spread over the 
udiole year and arrangements are made for bridging over 
any difference between the two. The British Treasury 
xequires each departmrat to submit a spending plan, whidi 
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when approved becomes the basis of expenditure control 
during the year. The French Finance Minister requires 
monthly statements from ministers as regards their probaUe 
requirements, which he then compares with receipts. 

Again by means of periodical reports and revised 
estimates the executive is able to find out if revenue is comiiq; 
in and expenditure is incurred at the anticipated rates. If 
it discovers variations, it has the power to adjust on the 
expenditure side. 

Other ways for adjusting actuals to authorised expendi- 
ture are by transfers, executive grants, contingent funds 
and percentage reserves of appropriations. Transfers 
or viremerUs are widely used in England and France. It 
is said that these transfers make for accuracy in estimating 
and for economy in expenditure, l)ecause the administration 
knows that unforeseen circumstances can be thus provided 
for. Executive grants are grants made by the executive on 
its own responsibility, for which sanction will be sought 
later from Uie legislature. This method is also used in 
England, though Uie Treasury is very strict in seeing that 
the expenditure is really very urgent. G)ntingent funds are 
small amounts kept at tlie disposal of certain authorities or 
of the government generally to meet emergency expenditures, 
or sometimes to supplement regular appropriations. There 
is a Civil Contingeucies Fund in the U.K. to meet small 
contingencies in the civil departments. Lastly, there is the 
device of percentage reserves by which a certain percentage 
is withheld from the spending agency at the beginning of 
the year. These amounts are placed under executive control 
and utilised as conditions demand. The reserve is from 
2% to 10% of the appropriations. This method has found 
favour in the United States. 

To exercise budgetary control the executive must have 
effective instruments, the chief of which are a system of 
accounting and reporting, a careful check on income and 
expenditure, a methodical handling of public. funds» central 
spupervision of services and commodities and, what is often 
forgotten, continual research and investigation fox ptublie 
economy. 
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A sound system of public accounting is indispensabU 
to tbe executive as well as the audit authorities. For effective 
and continuous financial control, for balancing revenue 
against expenditure, for determining the true costs of a 
particular service or department or project, for framing 
budgets in the future in the li^t of past experience, a large 
institution like the government, even more than commercial 
enterprises, needs the keeping of elaborate accounts on a 
scientific basis. The government must maintain its credit 
and its solvency ; but if it allows expenditure to outrun 
revenue it will be forced into debt. Like any private indivi- 
dual, the executive must administer its Ranees with prudence 
and economy — for that it must at all times know the true 
state of its financial affairs. 

Accounts are necessary for the auditor that he may 
exercise a wholesome check on the integrity and carefulness 
of the administrative officials and that he may ascertain 
whether the will of the legislature as expressed in the appro- 
priations has been carried out faithfully and economically. 

The government system of accounting differs from 
commercial systems, as the state does not work for profit. 
Commercial enterprises keep accounts to show their relations 
with various parties, the profit or loss on the capital invested, 
and their financial position, whether they are solvent or 
insolvent. These accounting principles are followed with 
suitable modifications in the commercial or quasi-commercial 
concerns undertaken by the government, though such accounts 
are outside the regular government accounts. Unlike an 
individual or commercial enterprise, government first decide 
on the different expenditures to be incurred on the various 
activities which they deem necessary for the country, and 
then provide for the ways and means to raise the required 
revenue. Government are not interested in making profits 
but in governing the people and administering the different 
departments of dieir activities as efficiently and economically 
as they can. , They are interested in seeing that the budget 
estimates of revenue and expenditure for the year, accurately 
forecasted and carefully balanced, are justified by facts and* 
according as there is a deficit or surplus at the end of Ae 
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yeaf, that activities are curtailed or expanded or taxaticm 
iocreosed or reduced. 

Briefly, therefore, the purpose of a government’s 
accounts is “ to determine how little money it need take out of 
the pockets of the tax-payers in order to maintafti its neces- 
sary activities at the proper standard of efficiency,” while that 
of commercial accounts “ to show how much money the 
concern can put into the pockets of the proprietors consistently 
with the maintenance of a profit-earning standard in the 
concern.”* 

Accounts may he kept on a casli or accrual basis. Cash 
accounting includes only the actual receipts and payments 
for the financial year and hence at the end of the year the 
accounts are promptly balanced. Incomplete items relating 
to the budget just ended must l>e taken to the next year’s 
accounts and provided for in the fresh budget. Accrual 
accounting includes not only tlie actual transactions relating 
to the current budget but also those incomplete at the end 
of the year. The budget is invested with a sort of personality. 
All transactions pertaining to a particular budget are debited 
or credited to it, so that accounts are kept open till the last 
item of that budget has been disposed of, even if such a 
procedure takes many years. 

Accounts in England and India are on a strictly cash 
basis. The year begins on 1st April and accounts are closed 
at the end of office hours on 31st March.^ The French 
system is on an accrual basis and budgets are known 
to have been kept open for twenty years and more ! The 
practical result is this, that the audit report on cash accounts 
is ready for examination by the legislature a few months 
after the end of the financial year ; while that on accounts 
kept on the accrual basis is delayed so long as to be almost 

1. Introduction to Indian Government Accounts and Audit, p. 6. 

2. The statement that the accounts are balanced at the dose of business 
on the last day of the financial year, is perhaps not quite correct, as 
the accounts are .kept open for a month or so for cheques, etc. issued 
during tlw last days of March to be cashed and thus taken to that 
year's accounts. _ However, the statement is substantially correct, as 
no new transaction relating to the year is taken after the close td that 
year. 
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useless for purposes of financial control, though this system 
is more scientific than the other. However it is claim^ for 
the cash system that in practice it gives a fairly correct picture 
of the financial condition of the country and the execution 
of the budget, as almost equal amounts of incomplete trans* 
actions are carried to the following year and these amounts, 
where the executive is efficient, are small. Most governments 
have adopted the cash basis because of the quick reports 
that are available. 

Reports are as important as accounts. Tliey summarise 
facts and figures and tlierefore give a bird’s eye view of the 
problem to be tackled. To the public, reports are the means 
by which they can get some light thrown on the technical and 
complicated details of administration. We may recall here 
the audit reports which aid the Public Accounts Committees 
of the legislatures, and the memoranda prepared to explain 
budget estimates. To the executive and administrative 
authorities they are the means by which effective and con- 
tinuous control over different activities is exercised. Such 
reports are made periodically. 

Methodical handling of public funds is provided for 
in every stale and is necessary for revenue as well as expendi- 
ture purposes. The custody of funds and resource operations 
must be the concern of every government, and in this business 
they are usually helped by the Central Banks. In India 
this methodical handling is secured through the Treasury 
Rules issued by the Governor General or the Governor, and 
Financial Rules framed by the Finance Department. 

Central supervision of the acquisition and use of services 
and commodities also provides for efficient budgetary control. 
In England it is the Treasury that controls the strength and 
salaries of the personnel in each department, and regulates 
expenditures for materials, equipment and quarters, though 
not so extensively as in the former case. In India, such 
supervision devolves on the Finance Departments, 

Research and investigation in the direction of public 
economy is also very desirable but as yet has not been very 
much developed. In India, the Finmice Department is 
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ex]>ected to be the watdi-dog of public finance in every way 
und it always welcomes suggestions from all cdk;ers of the 
government for improving the administrative systrai or 
eflTecting economy. But there is no specific organisatitm 
to deal continuously with the knotty and difficult problems 
connected with economical financial administration. 

D. Accountability for the Budget 

The importance of audit as an instrument of financial 
control has been recognised not very long ago. Legisla> 
tures have attempted and, as we have seen in the preceding 
section, some still attempt to control the administration in 
many ways, ways which have only resulted in interference 
with the executive. Most countries now provide for an audit 
organisation.^ 

Function and Objects of Audit 

Audit is concerned not so muj^h with economy as wi^ 
regularity. Audit investigates not the policy of the executive, 
but whether in the execution of that policy the executive has 
observed ordinary accepted standards of financial propriety, 
whether it has carried out the will of the legislature and 
eliminated all wasteful expienditure. Audit checks the 
accounts against fraud, carelessness and technical errors, 
and reports whether they exhibit the true and correct financial 
position or in what respects they fail to do so. For the 
efficient discharge of these functions it is obvious that the 
auditor should be independent of the executive and accounting 
agencies. 

From this point of view India presmits several peculiari- 
ties owing to the combined system of audit and accounts 
diat prevails. The Auditor C^eral of India functions Hy 
statute in a double capacity, for he has the responsibility of 
keeping the accounts and of auditing them. Sut^ an arrange- 
arant jxrima facie cuts at the very roots of audit and a full 
discaission of the present system of audit and accounts is 

]. The VJS.A. is an excepticm. The General Accounting Office is a 
aeculiar device utilised rather to check expenditure during the year 
Biui to audit the accounts after the administration has cooipletea its 
transacdons. 
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reserved for a later stage.^ On principle, accounts should 
be kept by diose agmcies which receive and spend moiMys. 

Hie objects of audit may be said to be fourfold : (a) to 
detect fraud, (6) to detect technical errors, (c) to detect errors 
of principle and (d) to detect wastefulness an4. extravagance. 
Where the audit authorities also prescribe the form of 
accounts, errors of principle will scarcely arise ; otherwise 
detection of technical errors is an important part of the 
auditor’s duties. He checks the classification made and 
suggests corrections. The other three objects are realised 
subject to two limitations. First, audit cannot find out 
whether payment was made on a fraudulent claim or to a 
person not legally entitled to it. The executive officers are 
responsible for the certification of initial facts ; only a limited 
percentage may be verified at local inspections. Secondly, 
it is not within the province of audit officers to go into executive 
policy ; they may only point out the extravagance in the 
execution of that policy and make suggestions for improve- 
ment in the procedure or in policy in the interests of the 
tax-payer. 

It is chiefly expenditure that is audited in government 
accounts, for only expenditure is the subject of the appro- 
priation accounts through which the legislature determines 
whether the executive has faithfully carried out its will. 
Again government audit is only a test-audit. The audit 
authorities scrutinize only a certain percentage of the total 
transactions, as to go over all the transactions would be 
duplicating the scrutiny carried out by the accoimts organisa- 
tion and would necessitate an unduly large expenditure on 
audit work. 

Types of Audit 

There are three general types of audit, the legislative, 
the judicial and the political. In the first, which is in use 
in the U.K. and the Dominions, the audit authorities are 
directly subordinate to the legislature, being its agents to 
scrutinize the accounts of the administration. The Comp- 
troller and Auditor General in England is granted full 
1. Vide Ch. IX. 
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uidepaidence of the executive and judicial status to help him 
in his task of passing judgment upon the accounts. Thmu 
is a Public Accounts Gnnmittee of the House of Conuncms 
which examines the accounts presented by the differoit 
departments and investigates whether there were anp 
departures from the appropriations granted by the legisla* 
ture. The Comptroller and Auditor General with his staff 
assists the committee in its tasks. He examines the accounts 
and prepares his reports. On the basis of these the Public 
Accounts Committee will call for evidence, examine depart* 
mental heads and then give its conclusions and recom- 
mendations. The Treasury also assists the committee and 
takes advantage of the criticism that may be made to press 
home the many warnings for economy which it has adminis- 
tered to the different departments throughout the year. The 
report of the Auditor General is available a few months 
after tlie financial year is over. 

In France provision is made for a Court of Accounts* 
which consists of a first President, three presidents of 
chambers and 21 referees^ or judges. Its functions are 
restricted to the investigation of accounts by means of a 
post-audit. It has no control over the administration and 
may not interfere with their work. It merely judges the 
accounts and submits a report to the legislature. The most 
unfortunate feature of the French system is not only that 
the audit arrangements are unnecessarily elaborate, but also 
that the accounts are received for adjudication years after 
the close of the fiscal period to which they relate. This is 
due, as was pointed out above, to the fact that in France 
an accrual system of accounting is followed. Germany and 
Japan also have a judicial type of audit, there being, in 
the former the Rechnungshof or Court of Audit and in the 
latter a Board of Audit. 

The political type of audit prevails in Russia, where 
ffie whole governmental madiinery is dominated by the 
Commimist Party. 

Of die three types considered, die last must clearly be 

1. These referees are divided into three duunbers of seven members 
csdL 



Bin»GffT PaOCEDinUE 


9T 

rejected as being unsuited to democratic governments. It 
is not a particular party but the legislature as a whole that 
makes appropriations. The judicial type of audit is, as waa 
remarked alwve, unnecessarily elaborate ; and as reports 
take too long to be prepared, the results of the Courtis 
investigation are of no practical value. 

The legislative type of audit is straightforward. Aft«r 
all audit is an instrument by which the legislature seeks to 
control the executive hy making it accountable for tlie budget 
that it has put into execution. Hence it is best for the audh 
authority to be the direct agent of tlie legislature. Another 
advantage is that the audit autliority, if it carries on its work 
continuously, can co-operate witli the Treasury or Finance 
Department to promote efficiency and prevent irregularity 
on the part of government departments, even while the budget 
is being executed. 


Efficiency of Audit 

Does audit perform a useful function ? The auditor 
is an instrument of negative control. His very existence has 
great moral value. The fact that he will bring all faults to 
the notice of the Public Accounts Committee— and the work 
of an officer must gel reflected in the accounts in some shape 
or otlier and be subjected to scrutiny at some stage or other 
— puts the departmental officers on their guard against 
irregularities or reckless expenditure. It is no business of 
the audit authorities to meddle with the daily administration ; 
consequently the results of audit cannot be directly assessed, 
except in so far as frauds and misappropriations are brought 
to light and moneys recovered. The utility of audit may be 
emnpared to that of the police. If nothing untoward happens, 
they seem to be useless. Yet none will deny the utility of 
a police organisation, as the country has to be prepared for 
-emergencies. Now the temptations for the administration 
to deviate from the strai^t path are many. Hence the need 
for an audit organisation to exercise a wholesome check. 
Audit also shows positive results, seen diiefly in the changes 
ft proposes in the form and classification of accounts. 

7 



CHAPTER 111 


INDIAN CONSTITUTIONAL BACKGROUND 

Financial Administration and the Constitution 

The financial arrangements of a state are circumscribed by 
the constitutional framework ; for the law of the constitU' 
tion is the fundamental law of the land. The constitution^ 
be it written or unwritten, demarcates the functions and 
powers of the organs of tlie state, and so broadly determinea 
die agents of financial control, their powers and duties^ 
and the procedure of hnancial administration. The 
English Parliament, for instance, is sovereign ; its legislative 
powers are therefore unlimited and its control over the nation’s 
purse full and complete. The constitution of the U.S.A., 
on the other hand, gives expression to the principle of 
separation of powers ; and the financial system also bears 
the impress of a water-tight division of the powers of the 
Omgress and the President. Again in the English Parlia- 
vnent the House of Commons is constitutionally supreme in 
all matters of finance ; in the U.S.A. the Senate is more 
powerful than the House of Representatives. 

When the constitution is not only written but very 
detailed, as our new constitution is, it not merely indicates 
the broad outlines of financial control but actually determinea 
the leading features of financial administration. It is the 
purpose of this chapter to examine )iow far the Government 
of India Act of 1935 determines our own system of financial 
control and financial administration. 

Even more important than the law of the constitutioiK 
; is the spirit in which it is worked — those healthy conventions* 
I usages or practices that are the outcome of the nation’s 
(particular genius. In the U.K. it is precisely sudi conTen> 
tioos that have made its parliammtary procaine a modd 
to the democracies of the world. The standing rules of tbs 
fimise of Commons embody principles which in nuMi 
tXHitttnes are incorporated in tl^ constitution. It is also 
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by cbunges in constitutional conventions and practices that 
American critics, like W. F. Willoughby and A. E. Buck,, 
advocate a noodification of the financiaj system of the United 
States. In a country like India, young in the art of demo* 
cratic government, there is all the more need to establish 
healthy conventions, which with tlie passage of years will 
form constitutional traditions giving flesh and blood to the 
dry bones of statutes, rules, and regulations. The Act of 
1935 very advantageously embodies in its numerous clauses 
many of the Elnglish constitutional conventions that play 
an important part in financial administration, e.g., a single 
fund or account to which all receipts of a politically autono- 
mous unit are credited and out of which all payments are 
made, the recommendation by the executive for any proposal 
to increase taxation or expenditure, etc. 

Financial administration is a subject in which political 
and financial authorities, tlie legislature and the executive 
and the administration, have to he studied in their inter- 
relations ; and all of them have their powers, privileges 
and duties determined broadly by the constitution and the 
conventions that have grown round it. Hence the close con- 
nection between the constitution and financial administration. 

India in Transition 

The interest in financial administration centres on its 
ability to be a faithful servant of democracy. Economy, 
despatch, regularity, simplicity, are the marks of an efficient 
system of financial administration. Perhaps a Dictator 
whose will is supreme in the state may achieve that efficiency. 
But we shall be concerned with the other and perhaps more 
important as|>ect of the problem, namely with Vandal 
administration being so ordered and regulated that it is a 
means to carry out the will of the people who are the final 
masters of the state. 

Viewed from this angle, the Indian system of financial 
administration is imperfect, because we have not yet reached 
die goal of comj^lete self-government. Even the Act of 1935 
^vhidi aims at unifying for the first time in history the 
ivovinoes and Indian States into a federation is bat one 
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step towards it, one of the * successive stages * bf 
wiiicb, according to die preamble to the Government of India 
Act of 1919,1 it ig the declared policy of Parliament to 
“ provide for the increasing association of Indians in every 
branch of Indian Administration and for the greatest deve* 
lopment of self-governing institutions with a view to the 
progressive realisation of responsible government in British 
India as an integral part of the Empire/’ 

The first step towards self-government in India was 
inaugurated by the Morley-Minfo Reforms of 1909. The 
central and provincial legislative councils which for the first 
time since 1858 included elected members were enlarged. 
Tlie central council discussed the estimates of the Governor 
General in Council, and members could move resolutions 
relating to alterations in taxation, new loans or additional 
grants to local governments, though these resolutions were 
just recommendations to which government gave such con- 
sideration as they thought fit. When the resolutions were 
dispose<l of, the final budget was presented by the 24th of 
March. This budget could only be discussed, though even 
as regards discussion, military, political, provincial and 
ecclesiastical affairs and state railways were outside the 
purview of the council. In the provinces the preliminary 
budget was framed in discussion witli the Central Govern- 
ment, then considered by a small committee of the provincial 
council, of whom half at least were elected members, and 
finally sent to the centre for incorporation in the general 
budget. 

From the foregoing it is evident that financial control 
by the people’s representatives had not yet come into existence, 
though the voice of the people could make itself heard on 
a few subjects in the councils that were dominated by a 
powerful bureaucracy. 

Hie next step in the direction of self-government found 
eiqireasion in the Act of 1919, which placed the Government 
of ImBa under the Secretary of State for India assisted by 
the India Council. The central and provincial l^islatores, 

1. Retawcd to hereafter as the Act of r9i9. 
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now further «)]arged, consisted diiefly of elected memberst 
though nominated and .official members were always able to 
form a sort of * official bloc A system of dyarchy was 
was started in the provinces and the Secretary of State was 
enjoined to relax his control over the ‘ transferred subjects.* 

Certain sections of this Act which refer to the centre 
are still in force witli certain amendments,® and are there- 
fore considered in the next section of this chapter. In the 
provincial sphere the ‘ transferred ’ departments were under 
ministers responsible to the Legislative Council, and the 
‘ reserved ’ departments in charge of tlie Governor in Council. 
Tlie Legislative Council had financial powers similar to 
those of the Assembly at the centre. It discussed estimates/ 
and voted on demands for grants which had to be recom-' 
mended by the executive and which it could accept, reject' 
or reduce. Certain items- were excluded from the vote of * 
tlie legislature ; and the Governor had the power to decide 
whether any expenditure fell within those items. Like the 
Governor General, the Governor could declare that a 
bill was essential for the discharge of his responsibi- 
lities and declare it an Act. Such a measure, however, had 
to be reserved for the signification of the pleasure of the 
Crown by the Governor General and laid before both Houses 
of Parliament before assent was given, unless the Governor 
General held that a state of emergency justified his assent 
forthwith. By the Devolution Rules-^ the provinces were 
given the power to levy taxation and borrow moneys, in the 
latter case only with the consent of the Government of India. 

In each province for the better working of the financial 
system, a Finance Department"* in charge of a Financial 
Secretary was created ; and entrusted with the responsibility 
of managing the loan accounts and famine funds, examining 

1 . Vide Ninth Schedule to the Act of 1935. 

2 . e.gr. contributions to the Central Government, salaries and pensions of 
persons appointed by, or with the approval of, the Crown or the Sec- 
retary of State in Council, salaries of high court judges and of the 
Advocate General. 

3 . Under Ss. 45A and lapA of the Act of 1919. 

^ Dev<duti«i Rule 36. Vide Appendix III. 
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taxation and borrowing proposals, sanctioning estimates ci. 
revenue and expenditure, framing rules for the conduct of 
financial business by other departments of the govemmoit, 
acting upon the reports of the Principal Auditor and assist* 
ing the Public Accounts G>mmittee of the Legislative CounciL 
Here then was established an important agency for an efficient 
system of financial administration — an asset of great value. 

In the field of finance, however, decentralisation was 
necessitated by the size of the country and its population. 
From 1877 the finances of India have been increasingly 
decentralised, till now the constitution contemplates finance 
on a federal basis. The scheme of decentralisation of Lord 
Mayo was begun in 1871 and revisions of the scheme were 
carried out at quinquennial intervals from 1877 to 1897. 
In 1904 the centre placed its relations with the provinces on 
a semi-permanent basis. Minor changes in the settlement 
of 1904 were introduced in 1912 ; but in the main it was 
the former settlement that continued till 1921. In that year 
the provinces were, under the Devolution Rules, allotted 
certain sources of revenue, even tljough they still remained 
under the control of the centre. By the Act of 1935 the 
provinces and the centre have separate sources of revenue, 
and in addition the former enjoy the benefit of assignments 
of tax proceeds and subventions from the latter. 

The Act of 1935 is a further step in the direction of 
self-government. As the present-day system and the con- 
templated federation are dealt with at length in the next 
section it will suffice here to make a few general remarks on 
tlie main features as envisaged by the Act. 

The federation is not to enjoy the responsiblities and 
privileges of a Dominion. The British Parliament still 
retains its control over India and the power to determine 
die time and manner of constitutional advance. Hence the 
special powers and responsibilities of the Governor General 
and the Governors and the many restrictions on the powers 
of the l^islatures. Consequently the Act only contemplates 
limited self-government — ^a parliamentary form of govern* 
mmit widiout the full subs^ce of parlianKSitary powm*. 
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This fact will have a very profound influence on die financial 
powers of the different authorities in India and the various 
financial practices and procedure. The establishment of flie 
federation is further made dependent on the entry of Indian 
States into it. No such option, however, is available to the 
provinces. Again while all the provisions of the Act are 
applicable to_the provinces, the Rulers of Indian States are 
to specify in their Instruments of Accession the subjects* 
over which the Federal Authorities will have control in their 
States, Hence those very units which are less advanced in 
popular government will have a large voice in controlling 
the destinies of what is now termed British India. 

Provincial autonomy is the second main characteristic 
of the new constitution. The provincial legislatures are 
fully elected and dyarchy has been replaced by a popular 
ministry. The province now has its own well marked sphere 
of legislation and separate sources of taxation. 

The Act of 1919 entrusted the Secretary of State in 
Council with complete control over all acts and operations 
relating to the government or revenues of India. The 
Governor General in Council for the civil and military gov- 
ernment of India and the Governors with their Councillors 
and Ministera for the government of the provinces were the 
direct subordinates and agents of the Secretary of State, 
who was required to relax or remove his wide powers of 
superintendence, direction and control with regard to 
‘ transferred ’ subjects. By the Act of 1935, however, Ac 
federation and the provinces — and Ais is tiie Aird charac- 
teristic of Ae new constitution — derive Aeir powers 
by direct delegation from the Crown and may exercise Aem 
independently, Ae former subject to Ae general direction 
and control of Ae Secretary of State and Ae latter of Ae 
Governor General on certain matters specified by Ae Act. 

The Financial Structure 

Hie political arrangements in a state are of interest 
to a student df, financial administration in so far as they 

I. These arc to be explicitly emnnerated in the Instruments of Accwsion, 
which once made are irrevocable, unless amendments by Parliament 
are sudi as comidetety to change the substance of the present Act. 
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<3elen»ine, influence and shape the system of finance in the 
country. Hence we shall now consider the powers ai^ 
functions of the different statutory bodies and authorities 
in their relation to financial administration. The next 
chapter will contain a description of the chief parts of the 
administrative machinery of India. 

The Secretary of State and his Advisers. The Secretary 
of State for India is the member of the British cabinet who 
in reality exercises the powers of the Crown and to whom 
the Governor General and tlie Governors are constitutionally 
responsible. Under the Act of 1933 his control over India 
has ostensibly at least decreased. He however retains full 
fxmtrol over the Services, prepares the Instruments of 
Instructions to the Governor General and the Governors, 
and possesses the powers of superintendence and direc- 
tion over the Governor General and, through the Gov- 
ernor General, over the Governors in all matters in 
which they are required by the constitution to act in 
their discretion , or exercise their individual judgment. 
Consequently, the Secretary of State has control over the 
Defence, Ecclesiastical and Political Departments, which 
account for over half the expenditure at tlie centre, over all 
charged expenditure, over the financial stability and credit 
of tlie federation, over all other special powers and responsi- 
bilities of the Governor General or Governors ; and there- 
fore his financial powers though indirect are quite substantial. 
The personal equation between the Secretary of State and 
the Governor General determines the extent of these powers 
in practice. The Secretary of State on tlie introduction of 
provincial autonomy, has been deprived of the borrowing 
powers he exercised hitherto, though during the transition to 
federation he may with the approval of his Advisers contract 
^rling loans on behalf of the Governor General, who dur- 
ing dial period is debarred from floating any such loans. 

To assist the Secretary of State the Act provides for 
Advisers, not less than three nor more than six' in number and 
dttrmg die transition period not less than eight nor more than 
twilRe. Hieee Advisers may be consulted eidmr collectively 
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or individually or not at all ; even when consulted their 
advice is not binding on the Secretary of State except on 
certain matters relating to the Services and specified diiefiy 
in Part X of the Act, and except during the transition, on 
directions regarding grants or appropriations and contract- 
ing of loans. The powerful India Council has thus been 
substituted by a purely advisory body. 

The Central Executive. Tlie Central Government in 
India is in a peculiar stale of transition and is governed by 
Part XIII of, and the Ninth Schedule to, the Act. Tlie chief 
executive authority is the Governor General in Council. The 
Governor General has all the powers and duties given to him 
by the Act as well as other powers which His Majesty may 
assign to him. He is assisted by his Executive Council whose 
advice he is bound to follow, tfjough he may override it on 
any measure he thinks essentially affects the safety, 
tranquillity or interests of British India or any part of it. 
For tlie exercise of the functions of the Crown in its relations 
with Indian States, there is appointed a Crown Repre- 
sentative,* a legal authority separate from that of the Gov- 
ernor General. Botli offices of Governor General and Crown 
Representative may be and are filled by the same person. 

Constitutionally the Governor Genfral and the Governor 
General in Council are under the general control and super- 
intendence of the Secretary of State, whose directions they 
must comply with. All executive authority is to be exercised 
on behalf of His Majesty by the Governor General in Council 
directly or in his name by officers subordinate to him. This, 
however, does not prevent the central legislature (which 
during the transition enjoys the powers of the federal 
legislature) from conferring functions on subordinate 
authorities. The executive authority of the Crovemor General 
in Council extends (a) to matters within the purview' of the 
legislature, (6) to naval, military and air forces borne on 
the Indian establishment, and (c) rights, authority and juris- 
diction of thtf Crown in relation to tribal areas. It does 
not extend to the provincial sphere. 

1- Vide Ch. XIV, D, The Croum Representative’s Department. 
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The Governor General ha* the power to frame rules 
and order* for the more convenient transaction of business in 
his Executive Council. These rules and orders have an 
important bearing on the administrative structure and on 
financial control, because they assign to the Finance Depart- 
ment a position of primacy and a special role in the financial 
system of the Central Government, Tlie Governor General 
has also the power to certify that a bill is essential for the 
safety, tranquillity or interests of British India or any part 
thereof and declare it an Act, though every such Act must be 
laid before Parliament and receive the assent of His Majesty 
in Council before it begins to have effect, unless the Governor 
Genera] is of opinion that a state of emergency exists when 
the Act will come into force immediately. 

In the field of budgetaiy finance he must cause to be 
laid before both chambers of the legislature the annual, and, 
if necessary, a supplementary financial statement of 
estimated receipts and expenditure. In this budget state- 
ment expenditure is divided into ‘voted’ and ‘non-voted’ 
or ‘ charged on the revenues,’ the latter referring to certain 
specified heads of expenditure,* which may not even be 
discussed, unless the Governor General otherwise directs. 
The decision of the Governor General as to whether any 
expenditure falls within those heads is final. The recom- 
mendation of the Governor General is necessary before any 
demand for a grant may be placed before the legislature, 
which may reject, reduce or assent to it. But tlie Governor 
General may restore a rejected or reduced demand, if in his 
opinion it is essential to tlie discharge of his special respon- 
sibilities ; and he may further authorise, expenditure whidi 
he deem* essential to the safety or transquillity of Briti^ 
India or any part of it. The recommendation of the Governor 
General is also required for imposing or increasing a tax,* 
for regulating borrowing and other financial obligations. 

1 . Vi<te Ninth Schedule to the .\ct of 1935, S. 67A (3). 

2 . Also no bill or amendment which by S. 141 proposes or varies any 
tax or doty in which the provinces are interested, or by S. 153 aHects 
the coitvtgo or currency or constitution of the Reserve Bank, can t>e 

'» introduced 'Without the Governor General’s {urevious saiKtioa. 
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As the representative of the Crown in its relations witfi 
Indian States the Governor General has his financial powers 
conveyed to him through Letters Patent. The Goveniment of 
India must pay^ to the Crown Representative such sums as 
may be required for the discharge of his functions in relation 
to Indian States. The budget of the Crown Representative, 
calculated on a net basis and charged on the central revenues, 
can neither be voted on nor discussed by the legislature. 

Other financial provisions require the Governor General 
to make rules for the custody of public moneys, to approve 
of the form of accounts and tlie directions given by the 
Auditor General on the methods and principles on which 
accounts should Im; kept, to receive the audit reports for 
transmission to tlie legislature, to decide whether any 
proposed exjienditure falls within a class of expenditure 
charged on the central revenues and even witliin the head of 
accounts under which any transaction or class of transactions 
ought to be recorded. 

The Executive Council continues to be, for the present, 
the Governor General’s cabinet. In theory under the Act of 
1919 tlie executive councillors have equal power with the 
Governor General who is merely the President of the Council 
with the privilege of a casting vote. But the power to over- 
rule the council or a dissentient majority of it, when in hig 
judgment the safety, tranquillity or interests of the British 
possessions in India are or may be essentially affected, has 
greatly strengthened his position. In such cases any two 
members of the majority are entitled to insist that the 
circumstances be notified and the copies of dissent forwarded 
to the Secretary of State. In practice the personality of the 
Governor General plays an all important part and it is 
possible for him to reduce his Executive Council to a mere 
administrative committee. The Viceroy’s Council works on 
the portfolio basis. Each member has charge of a particular 
department, is assisted by a permanent departmental secre- 
tary, and though responsible for its ordinary business, is 
bound to lay all important cases before the Viceroy “ whose 

I. S. 145. 
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will forms the final arbitrament in all great questions of 
policy in which he sees fit to exercise it.”^ 

The strange peculiarity of the Act of 1935 is that 
dyarchy, which was acknowledged to be a failure in the pro- 
vinces, has fjeen adopted for the federal government. 
Defence, foreign and ecclesiastical affairs, and matters 
regarding tribal areas form reserved subjects, control over 
which will he exercisecl by the Governor General in his 
discretion. To assist him in these tasks he may have not 
more than three Counsellors. For the administration of 
all other federal affairs provision has been made for a Coun- 
cil of Ministers, not exceeding ten in number, to aid and 
advise tlie Governor General. The ministry will be so 
heterogeneous, including as it must the interests of the 
States and of the minorities, that its will in the legislature 
will be feeble. This lack of unity, thoufdi the Governor 
General is expected to encourage joint responsibility among 
his ministers and joint consultation l)etween himself, his 
counsellors and his ministers, will reflect itself in the powers 
of the Finance Minister and his department ; and thus 
fundamentally affect the financial system. 

Towards the ministers the Governor General’s position 
is peculiar. On certain matters he must be guided by their 
advice ; on others he must consult them even though finally 
he must decide in his individual judgment ; on still others he 
need not consult them at all, for he is required to act in his 
sole discretion. And it is in connection with the latter two 
categories that he is subject to the general supierintendence 
of the Secretary of State. Under the second category comes 
a number of special responsibilities,- among which is the 
safeguarding of the financial stability and credit of the 
federation. For the efficient discharge of this responsibility 
he is empowered to provide appropriations which shall not be 

1 . A. K. Chose, Public Adntinistralion iu India, p. 115. 

2 . tg. the prevention of any Brave menace to the peace or tranquillity 
of India or any part thereof, safeguarding of the l^gidmate interests 
of niinorities and of the rights of members of the Services, the preven- 
-tion of discriminatory legislation and of trade discrimination against 
British or Burma goods, tlie protection of the rights and digidty of 
the Rider of a State. Vide S. ix 
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subject to the vote of the legislature and to appoint a Financial 
Adviser to assist him. This oBicer will also be available to 
the federation on any financial matter he may be consulted 
upon. The cumulative effect of all these provisions is that 
over 80% of the central expenditure will be outside the 
control of the legislature and subject only to the Governor 
General and through him to the Secretary of State. 

Ministers must be meml)er8 of either chamber of the 
legislature and a minister without a scat for six months ceases 
to be a minister. The constitution very wisely provides for 
contact between tlie legislature and the executive, for the 
Governor General may address or send messages to any or 
both chambers of the legislature, and furll)er every minister 
has tlie right to speak and take part in tlie proceedings of 
eitlier chamber, though he will have no vote unless he is a 
member of that chamber. This provision is in keeping with 
the principle of co-operation between the executive and the 
legislature, so necessary for the harmonious working of the 
budget system. 

The Finance Member of the Viceroy’s executive has 
sometimes been called the Indian Chancellor of the 
Exchequer. This is very misleading for his influence will 
not stand comparison with that of the powerful British 
figure, who is a colleague of the Prime Minister and stands 
high in the party organisation. In fact, the Finance Mem- 
ber’s influence in the Executive Council depends entirely on 
the support he can secure from the Governor GeneraL 
Neither the Finance Member nor the Finance Minister to 
come has any special position accorded to him by the consti- 
tution, as happens in some countries ; his importance depends 
on the Rules of Business and the conventions that are 
established. 

As at present the Governor General will have the power 
to frame Rules of Business^ for the more convenient transac- 
tion of the business of the Federal Government and for the 
allocation of that business among his ministers, provided it 
does not come within the exercise of his sole discretion. To 
1. S. 17. 
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tbe importance of each rules attention has already been 
drawn. As regards financial procedure die Governor Gene* 
ral has to authorise all expenditure in a schedule 
authenticated by him, and unless grants and appropriations 
are included in it no expenditure may be incurred. The 
Governor Greneral, however, may not increase in the schedule 
the amount to be charged on the revenues as shown in the 
budget estimates. 

The Act of 19.35 also provides for an Instrument of 
Instructions to the Governor General to show him the spirit 
in which he must exercise his privileges and duties.* It is 
meant to guide him in regulating the conduct of the Executive 
Government, interpreting his special responsibilities and 
exercising his dis(;retionary powers and functions. It ia 
hoped that modifications might be introduced from time to 
time in the Instrument, so that Uie Federal Ministers mi^t 
gradually be able to enlarge their powers and so prepare the 
way for amendments to tlie constitution. 

The Central Legislature. The two chambers, the 
Council of State and the Legislative Assembly,^ have equal 
powers except on financial matters. These powers are those 
that will be exercised by the federal legislature, qualified by 
the provisions of the ninth schedule to the Act of 1935. The 
annual estimates are presented to the legislature, but certain 
matters — like interest and sinking fund charges on loans, 
expenditure prescribed by any law, salaries and piensions of 
persons appointed with the approval of His Majesty, sums 
payable to the Crown Representative, expenditure on 

1. He is required e.g, in regard to the federal executive to select his 
ministers in consultation with the leader of the majority in the legis- 
lature, and to appoint those persons, including as far as practicable 
representatives of the Federated States and members of important 
minority communities, who will best be able collectively to coemnand 
the confidence of the legislature. At the same time tie has to bear 
in mind the need for fostering a sense of joint responsibility among 
his ministers. A^n the Governor General is expected to encourage 
the prance of joint consultation between himself, his counsdlors and 
his ministers. 

i. Hk Cmmcil of State has 6 o members of whom not more than ao may 
be (Adal members ; the Assembly has 140 members of whom a 6 arc 
oflic^ members. Both chambers have a certain number of nominated 
menibert. 
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defence, external and ecclesiastical affairs, and affairs 
relating to tribal areas, expenditure on matters which come 
within the ambit of the Governor General's sole discretion- 
are not only non-votahle but also excluded from discussion 
unless the Governor General otherwise directs.^ Initiative 
of appropriation rests with the Governor General ; and the 
Assembly, to whom alone the demands for grants are sub- 
mitted, may accept, diminish or refuse them. Further, 
if the Governor General deems it essential to the safety, 
tranquillity or interests of British India or any part of it, 
he may, by his power of certification, turn any bill introduced 
by him and rejected by the legislature into law. 

The federal legislature will consist of His Majesty 
represented by the Governor General and the two chambers, 
the Council of State and tlie Federal Assembly.^ Both 
chambers will have co-ordinate powers on all matters save 
finance bills, which must be introduced on the recommenda- 
tion of the Governor General and only in the Federal 
Assembly, and demands for grants which must first be sub- 
mitted to the Federal Assembly and thereafter to the Council 
of State, provided that where the Assembly has reduced a 
demand, only the reduced amount must be submitted to the 
Council of State, and where it has refused, no demand must 
be submitted, unless in either case tlie Governor General 

1 . Discussion on defence estimates is usually allowed. 

2 . The Council of State will have 260 members, 156 being representa- 
tives of British India and 104 of the Indian States ; the Federal Assem- 
bly will have 375 members, British India and the States contributing 
respectively 2^ and 125. The Council of State will be a permanent 
body not subject to dissolution, but one-third of the members shall 
retire every third year. Every Federal Assembly unless sooner dis- 
solved shall continue for five years from the date appointed for it# 
first meeting. 

3 . S. 37. (i) A bill or amendment making provision — 

(o) for imposing or increasing any tax ; or 

(b) for regulating the borrowing of money or the giving of any 
guarantee by the Federal Government, or for amending the law 
with respect to any financial obligations undertaken or to be 
undertaken by the Federal Government ; or 

(c) for declaring any expenditure to be expenditure charged on the 
revenues df the federation, or for increasing the amount of any 
such expenditure, shall not be introduced or moved except on the 
recommendation of the Governor General, and a_ bill making tudi 
provision shall not be introduced in the Council of State. 
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dlirecto otherwise.^ Even if a demand is reduced or rejected* 
the Governor General may re-instate the grant, if in his 
opinion it is necessary for the discharge of his special res- 
ponsibilities. Further no expenditure may be incurred 
unless it is included in a schedule of authorised expraditura 
by the Governor General. 

The rules of procedure for the legislative chambers are 
at present determined by the Governor General but in the 
federation each house will make its own rules for regulating 
the procedure and conduct of business, though the Governor 
General in his discretion, after consulting the President of 
the Council of State or Uie Speaker of the Federal Assembly, 
may make rules, among other purposes, for regulating the 
procedure regarding any matters which affect the discharge 
of his functions, in so fur as he has to act in his discretion 
or individual judgment, and for securing the timely com- 
pletion of finatv'ial business. The I.egislative Rules provide 
for a Public Accounts Committee, an important agency for 
financial control. 

The Act provides for legislative sessions at least once 
a year, the inteiTal hetween any two sessions being less than 
twelve months. This action is also secured by the provision 
which requires the budget estimates and the demands for 
grants for votable items to be submitted annually to die 
legislature. 

When the federation is established the railways will 
cease to be under the control of the legislature. The railway 
budget will then no longer be submitted to it and the manage- 
ment of the railways will be entrusted to a Federal 
Railway Authority. The Federal Government will of 
course exercise some control over the Authority, spe- 
cially through instructions on questions of policy by 
whidi the Authority will be guided. The Railway 
Tribal^ will be established to hear and determine 
oomplaints against the Authority which is required to afford 
«0 reascmable facilities for the receiving, forwarding and 
^delivering of traffic upon and from the railways, and to 

i; s. 3 * (a). 
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secure that there i^all be between one railway system and 
another no unfair discrimination by the granting of undue 
preference or otherwise, and no unfair or uneconomie 
competition. 

Audit Authorities. Ihe Act provides for the appoint* 
ment of an Auditor General of India whose duties and powers 
in regard to accounts and audit are laid down in the Act and 
amplified in the Audit and Accounts Order. His status and 
conditions of service are such as to give him a position of 
detachment and independence. For the present his tasks 
extend to the centre and the provinces, though by the Act 
a province may have its own Auditor General. The proce- 
dure for the purpose is this. Not less than two years from 
the inauguration of Part III of the Act a province must first 
pass an Act charging the salary of tlie Auditor General for 
the province on its revenues. Three years later His Majesty 
will make the first appointment of the Provincial Auditor 
General. Hence no province could have its own Auditor 
General before Ist April, 1942. 

The duties and powers of the Auditor General of India 
are discussed in detail in a later chapter.^ Suffice it to say 
here that he is concerned with both accounts and audit, and 
that he is tlie instrument by which the executive exercises a 
check on the administration, and by which also the legis- 
lature, even though he is not its direct agent, attempts to 
control the executive on budgetary matters through the 
Public Accounts Committee. 

For the audit of die central and provincial transactions 
in England the constitution provides for an Auditor of 
Indian Home Accounts, subject to the general superinten- 
dence of the Auditor General of India. 

The Provincial Executive. With the inauguration of 
provincial -autonomy in 1937 dyarchy has been done away 
>vith, ministerial responsibility established, the Crown 
brou^t into closer association with the province and a con- 
siderable measure of self-government introduced. The 
Qiief Executive of a province is the Governor and in his 

VWe Ch. IX, Thf Auditor General and Accounts sod The Auditor 
General and Audit. 

8 
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Mine the executive authority of the provin(« is exercised. 
This executive authority extends rou^ly to all matters on 
sdiich the provincial legislature is empowered to legislate. 

Like the Governor General, and for a similar purpose, 
Ae Governor receives his Instrument of Instructions.' In 
certain specified matters the Governor has to act in his dis- 
cretion or his individual judgment, and in all such mattera 
is subject to the general control and direction of the Governor 
General. Like the Governor General, the Governor has his 
special responsibilities,^ which come within the sphere of his 
individual judgment and in the discharge of which he is 
entitled to provide for such appropriations in the annual 
budget as he tjeems necessary. 

The Governor is empowered to frame “ Rules of 
Business ” for the conduct of government business, and Aese 
Rules have a like importance for the province as Ae rules 
framed by the Governor General for Ae centre. The Gov- 
ernor also possesses certain legislative powers when Ae 
legislature is in recess and at any lime wiA respect to subjects 
in regard to which he must act in his decretion or individual 
judgment. 

In budgetary finance the Governor has, like Ae 
Governor General, the responsibility of laying before Ae 
provincial legislature annually Ae financial statement of 
estimated receipts and expenditure, and if necessary a 
supplementary Aiancial statement. FurAer he must recom- 
mend every demand for a grant and all money bills before 
Aey are introduced in Ae Assembly. He also frames Ae 
rules for Ae safe custody of public moneys, receives Ae 
audit reports on provincial accounts from Ae Auditor 
General, and decides not only wheAer any proposed expendi- 
ture falls wiAin a class of expenditure charged on Ae 

1. He is enjoined to maintain good standards of administration, to 
encourage religious toleration, co-operation and good will lunong all 
classes and creeds, to promote measures making for mora),'|i|paI and 
economic welfare, to select bis ministers in consultation 'Wftli the 
leader of a stable majority in the lepslature, arid to foster a sense 
of joint responsibility among his ministers. 

2. However, the fneseryation of the finandal stability of the province is 
not one (rf Aew. 
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proTincial revenues, but also the head of account under which 
any transaction or class of transactions ought to be recorded. 

The constitutional advisers of tlie Governor are his 
ministers* drawn from the legislature, commanding a 
majority in it and representing as far as possible the 
minority communities as well. Tlie priiK'iple of joint minis- 
terial responsibility has l)een followed ; and the Minister 
of Finance by the Rules of Business holds an important place 
in the cabinet.^ Ministers are assisted by permanent 
departmental secretaries to the govennncnt and function on 
the portfolio system. Ministers are lequired to bring to the 
notice of the Governor, and tlie secretaries to Uie notice of 
the ministers and the Governor, all business so rerjuired to 
lie brought by the Rules, and in particular matters which 
appear to or do involve any special responsibility of the 
Governor. 

The ministry is in full control of provincial finance 
except as regards expenditure charged on the revenues, 
which amounts to about IS'/t of the total expenditure of a 
province, or required by the Governor for the discharge of 
his special responsibilities. The former is not subject to the 
vote of the Assembly ; the latter, even if refused by it, may 
lie restored by the Governor in the schedule of authenticated 
expenditure which puts at the disposal of the spending 
agencies the appropriations for the year. 

The Provincial Legislature. Provincial legislatures 
have this peculiarity that while those of Bombay, Madras, 
Bengal, the U. P,, Bihar and Assam are bicameral, the rest 
are unicameral. The strength of the Councils and Assem- 
blies^ varies considerably from province to province. The 

1- No maxiimiin number is prescribed as for the federation. 

2 . The Finance Department is the custodian of provincial finance and 
the watch-dog for economy in the administration. But much depends 
however the ministerial policy followed and on the influence that 
the Finance Minister may wield over his colleagues. 

3. Thefoi^r chambers are cdled Legislative Councils, are permanent 
and not subject* to dissolution, thot^b one-third of the members must 
retire every third year. The Legislative Assemblies, which are the 
lower hoo^ where the bicameral system prevails, continue unless 
■oooer dissolved for five years iron t^ date appointed for their first 
mectiag. 
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constitution provides specifically that the legislature, as at 
die centre, should meet once at least in every year, dm 
interval between any two sessions being less than a year, 
though such action is also required for the voting of the 
demands for grants for the financial year. 

Like the Governor General, the Governor has the right 
to address and send messages to the legislature, a ri^t to 
be exercised in his discretion. Further every minister has 
the right to speak and otherwise take part in the proceed* 
ings of both houses and their committees, but unless he is a 
member of that house is not entitled to vote. Hence, as at 
die centre, contact between the executive and the legislature 
is fully provided for. liotli chanilicrs, except on matters 
relating to finance, have co-ordinate powers. Estimates are 
laid before both ; but the demands for grants, recommended 
by the Governor, are presented only to the Legislative 
Assembly. Secondly financial bills may be introduced only 
in the Assembly and tliese not without a similar recom- 
mendation. Besides in the event of joint sessions, the Assem- 
bly witli its superior numerical strength will easify carry the 
day. 

Each chamber is empowered to frame its own rules to 
regulate the procedure and conduct of its business. The 
Governor, however, has the right, to be exercised in his dis- 
cretion after consultation with the Speaker or President, to 
make rules, among other purposes, for regulating matters 
affecting the discliarge of functions when he must act Ih his 
discretion or individual judgment and for the securing of the 
timely completion of financial business. 

The Present and the Future 

With the outbreak of war federation has receded 
into the background. Soon after the declaration of war the 
Governor General, with the consent of the British Govern- 
ment, promised Dominion Status of the Westminster variety 
as soon as possible after the war was over together with dm 
immediate expansion of his Executive Couzi^ by the in* 
clusitm of represmitadves of die various parties. More 
recently the proposals of Sir Stafiford Grippe went even 
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furtiier. All portfolios were to be handed over to represen* 
tatives of the people immediately, except that of defence. 
The political parties, however, have not seen their way to be 
enthusiastic over these promises and proposals. The Con* 
gress ministries in seven provinces resigned office soon after 
the outbreak of war and the Governors, having proclaimed a 
breakdown of the constiution, have taken upon themselves the 
task of administration with the assistance of Advisers. Thus 
for the present there is a stalemate. What the future holds 
in store no one knows. But this work, it has been said at the 
very beginning, assumes that federation as outlined in the 
Act of 1935 will be established, even though an all-India 
federation is at present a remote possibility. Should, however, 
dominion status be established, our financial system will be 
increasingly responsive to the will of the people*s represen- 
tatives. Should federation, which for the first time in history 
aims at unifying India, succeed, we may then truly, be said 
to have a national system of finance. But whatever happens, 
an analysis of tlie financial system as it prevails today and as 
it is envisaged by the Act of 1935 should he hoJpful towards 
solving problems that will necessarily arise from the transi- 
tion of the present to the independent status of the future. 

Fundamental Principles 

Every constitution with the usages and conventions that 
have grown around it contains certain principles which form 
the foundation of the financial system. In the U.K., for 
instance, there are four broad principles ; first, that every 
tax or appropriation measure must be authorised by the 
House of Commons on the recommendation of the executive, 
and further that moneys must be appropriated for the pur- 
poses for which they have been granted ; secondly that all 
receipts and all payments should pass through a Consolidated 
Fund ;* thirdly that the fiscal period should be a year, and 
all estimates whether of expenditure or income prepared 
in advance, and so prepared as normally to balance without 
ivsorting to boiAowings ; and lastly that moneys unspent at 
Ae end of the year lapse. 

J- There arc a few exceptiom to this »uch a* appropriatioiw-in-aid. 
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The British Guistitution gives unlitnited sovereigaty t» 
the House of Commons and therefore whatever restrictions 
there may seem to be on its powers are really in the nature 
of self-denying ordinances. In the U.S.A. the theory of the 
separation of powers prevails. The legislature, therefore^ 
takes advantage of its privileges so completely to re-shape 
the estimates as presented by the executive as to frame a fresh 
budget. Further any member may move an appropriation 
or an increase for any existing appropriation, as the influence 
of the executive in the legislature is conspicuous by its 
absence. 

As far as our own constitution, conventions and practices 
are concerned we may single out a few principles or rules 
underlying our financial system which is based very largely 
on the British parliamentary model. 

1. As Parliament retains control over India, flie 
Governor General and the Governors possess powers and 
privileges which make them very strong as against the legis- 
latures. The Act of 1935 is only another step towards full 
sclf-goveniment ; the control of the purse by the people of 
India is therefore very incomplete. A large part of the 
expenditure is non-votable and controlled only by the execu- 
tive which in turn takes instructions from the Secretary of 
State for India. 

2. Every tax and every demand for a grant must 
receive legislative approval, unless in either case the 
Governor General or the Governor is of opinion that such 
a tax or grant is required for the discharge of his special 
responsibilities, when he may declare a finance bill to be 
an Act of the legislature and restore a demand if it has bera 
rejected or reduced. 

3. All expenditure is divided into charged and 
** voted.” It is true that in most countries every item of 
expenditure is not voted^ every year. In England, there 
are the consolidated fund services for which a parliamentary 
vote is not required annually. There is a great diflferenoe, 
however, between sudt expenditure and “ charged ” esqiei^ 
^ Salaries of judges are almost (mivcrsally non-votable. 
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ture. The former is limited to certain items on which it is 
desired there should be no political discussion or whidi 
refer to items that have already secured the sanction of the 
legislature and need not be considered annually. The latter 
does not at all come before the legislature for sanction t it 
is expenditure entirely outside its control. Certain Services, 
for example, are under the direct control of the Secretary 
of State and consequently the legislature has no chance what* 
ever to approve or disapprove of the conditions of service, 
salaries, etc. 

4. No expenditure is autliorised, even if passed by 
the legislature in the form of demands for grants, unless 
it is included in a schedule of expenditure authenticated 
by the Governor or Governor General. 

5. Money must be applied for the object mentioned 
in tlie schedule of authorised expenditure. No sums of 
money may be spent by an administrative officer unless they 
are included in that schedule. The Auditor General 
conducts an appropriation audit for the purpose. 

6. All receipts from revenues or otherwise must be 
paid into a consolidated fund called the Public Account, 
and all disbursements made from it. T5ie Governor 
General or Governor may, however, make exceptions under 
rules providing for the same. There is a separate public 
account for the centre and for each province. 

7. The financial period is the year commencing from 
1st April, and the accounts are kept on a cash basis. 
The estimates of expenditure and income are prepared in 
advance and so prepared as normally to balance \vithout 
resorting to borrowings. 

8. Unspent balances lapse at the end of the financial 
year to which they relate, and therefore payments that arc 
not made within that period must be re-authorised in the 
following year. 

9. Every appropriation and tax measure must have 
executive reciAnmendation. This rule prevents all the 
abuses of ‘ log-rolling * that are seen in France and the 
U.SA., where any member is entitled to move an increase 
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of Appropmtion or erm piopooe an entirely fresh appro^ 
]»iation for a new object. 

10. Lastly, the Finance Department is responsible for 
controlling all expenditure and therefore performs an 
important role in the system of financial control. 

Peculiarities and Limitations 

Of the above principles the firgt, second and fourth are 
peculiar to the Indian financial system. Other peculiarities 
are (a) the system of combined audit and accounts, product 
by history and preserved on grounds of economy, (6) 
independent government treasuries which, however, are being 
continually reduced, (c) a separate budget for the railways 
which on the commencement of federation will pass out of 
the control of tlie legislature altogether, and (d) dyarchy 
at the centre, with certain reserved subjects entirely outside 
legislative control, though questions on these subjects may 
be asked and tlie estimates discussed. Hence it will be seen 
that some of the peculiarities are due to the historical growth 
of tlie system for lopg strongly centralised, others to the 
stage of incomplete self-government that has been reached. 

As long as full internal autonomy is not realised, tho 
limitations on tlie powers of the centre will continue. The 
provinces, being smaller and component units, must neces- 
sarily in some degree have their interests and activities^ 
regulated by the Central Government, though there is yet 
scope for an extension of the present provincial autonomy. 

The province is empowered by the Act to borrow on 
the security of its revenues, though it requires the consent 
of the federation to borrow outside India or raise a loan 
vrhen there is still outstanding a loan made or guaranteed 
by the federation or the Governor General. This consent 
however may not be withheld unreasonably, or a loan or a 
guarantee for a loan refused, if sufficient reason is shown. 

The Indian States 

Over the Indian States the Crown enjoys rights of 
paramountcy which though not treaty ij^ts yet recognise 

L Spedaliy as rq^rds rcstrictioos rai indebtedness. 
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the sovereignty of the States in die sense of a “well* 
ascertained assemblage of separate powers and privileges,”' 
and internal autonomy so long as there is no maladministra* 
tion. Hence the entry of an Indian State into the federation 
is voluntary' and must be effected by an Instrument of 
Accession which, however, when once made is irrevocable.^ 
By this Instrument the Ruler acknowledges the authority 
of the King, the Governor General, the federal legislature, 
the Federal Court and other federal authorities, subject 
always to the terms of the Instrument of Accession and 
for the purposes only of the federation ; and further specifies 
the matters with regard to which he accepts the authority 
of the federation and assumes the obligation of giving due 
effect within his Slate to the provisions of the Act so far 
as applicable to him under the Instrument. By a supple- 
mentary Instrument of Accession a Ruler may extend the 
functions exercisable by the federation. Every Instrument 
of Accession w'hen accepted comes under judicial notice. 

A federated stale may not impede or prejudice the 
exercise of federal executive authority in the stale as far as 
that authority is exercisable. If the Governor General finds 
that the Ruler of a federated state has in any way failed 
to fulfil his obligations in tlie matter, he may issue such 
instructions to the Ruler as he thinks fit. 

Local Finance 

The system of local finance, that is the finance of 
Municipal Corporations, Municipalities, District Boards and 
Village Panchayats, must find a place in a work that deals 
with the financial system of a country. But this is a large 
subject by itself requiring separate treatment and, therefore, 
it is usually not treated in full in a work like this which is 
devoted to the financial system of the government of the 

1 . A State that wishes to enter into the Federation within twenty year* 
of its establishment must have its request transmitted to His Majesty 
through the Governor General ; after that period the request will not 
ba so transmitted imless each chamber of the federal legislature pre- 
sents an addrass for submission to His Majesty praying that the State 
be admitted into the Federation. 

2 . No ameiKhncnt to the Act of 1935 is binding on a Ruler unless he 

accepts it by a separate Instrument. 
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country. Hence only a few remarks will be made so as to 
give a rough idea of the system as it generally prevails. 

Local Government is an item of the Provincial List ; 
the provinces, therefore, may legislate on the constitution and 
powers of municipal corporations, municipalities, improve* 
ment trusts, district Imards, village authorities and so on, 
though Port Trusts of the nmjor ports are on the Federal 
Legislative List. 

Calcutta, Bombay and Madras have the privilege of a 
Municipal G)rporafion with a Commissioner as the chief 
executive officer. These corporations enjoy a large measure 
of freedom, though on certain matters, such as appointments, 
contracts, Imrrowing and audit, the Provincial Government 
retains certain powers of control. 

Tliere are 728 municipalities in British India varying 
very greatly in size and population. The majority of the 
members in a municipality are elected. The municipality 
has obligatory and optional functions — under the first 
come lighting and cleaning of public streets, water supply, 
extinguishing fires, vaccination, public hospitals, dis- 
pensaries, schools and registering of births and deaths ; 
under the latter public parks, gardens, libraries and 
museums, census and surveys. The Provincial Govern- 
ment sees tliat adequate provision of funds is made for all 
the obligatory functions. 

Both municipal corporations and municipalities have 
their own sources of revenue in the form of octroi duties, 
terminal taxes, taxes on property, professions and vehicles, 
and various kinds of rates. They have full freedom in 
financial matters, government intervention and control 
being restricted to cases in which the public interest calls 
for special protection. 

In rural areas there are district boards and local boards, 
and the system of self-government in the rural areas differs 
widely in the different provinces. The majority of membm 
on these boards are elected. The functions of the district 
and taloka boards are similar to diose of the municipalitiea. 
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ftllowancse being nude for differences in area^ population 
and other conditions between tovrn and country. The main 
source of income is a tax or cess on the annual value of land 
and is collected along with land revenue. A large part ol 
the income of the boards is made up of subventions 
or grants from the Provincial Governments, and grants-inMiid 
for construction of works. 

The village panohayat is the elecleil village authority. 
Its primary function is to look after wells and sanitation, 
and is sometimes entrusted with tlie care of minor roads and 
the running of schools and dispensaries. Village pan- 
chayats are making good progress in the United Provinces, 
Bengal and Madras ; in other provinces lliey are still in 
their infancy. 



CHAPTEA IV 

FINANCIAL ORGANISATION IN INDIA 

One of Uie preliminaries of fmanrial administration is to 
know the different agencies which form tlie machinery of 
government and their relations with one anotlier. Tlic 
practical aspect of financial administration must necessarily 
take note of the structure of the administiative system and 
the personnel which mans the administration. 

The administration in the first place reflects the 
constitution, for it is the constitution of the land which 
distrihutins the powers to each agency of government. As 
we saw in the previous <hapler, the jMiwers of the Governor 
General and the (iovcrnor.s of the Auditor General and of 
other stntutorv hodics suv’h as the Federal Railway Authority 
are given hy stalulorv enactments, that is. either hy the Act 
itself or Orders in Council under the relevant sections of 
the Act, In the second place there are lules and orders 
issued under the authority of statutory enactments hy com- 
petent aulliorili«*s, aiicl the«* determine Ute powers and 
functions of other organisations and offices, e.g. the Rules 
of Business determine the jiowers of the different adminis- 
trative departments of the government, the rules issued by 
tlie Auditor General affect the conduct of the Indian Audit 
Department, the rules regulating the collection, custody and 
payment of moneys control tlie working of treasuries. Then 
again there are a number of conventions and administrative 
practices whicJi give life to dead rules and regulations, and 
a tone to the system of financial administration in a country. 
Nothing is so important as the spirit in which the financial 
madiinery is worked. 

Administration is a specialised task where, unless 
responsibility and direction ajie combined in some definite 
person or persons, there is no efficiency. The Indian 
Buseaticracy is reputed to be the most highly oeflCfStl SBlL ~ 
aj ||min iahration in ^ world. In a soise that is an advant* 
JtHe, beoiuse the adminiaoration of a large area must be 
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closely knit in order to be effective. Political power over 
India today largely rests with Parliament ; and the Indian i 
Bureaucracy exercises that power according to the wishes 
of Parliament, as laid down by the Act or expressed throuf^ 
the instructions and directions of the Secretary of Slate. 
Yet even when dominion status or independence is achievedt * 
the administration ought to remain centralised, if it is eifec* 
tively to carry out the wishes of the Indian people as 
expressed through their representatives in the legislature. 

The Indian Bureaucracy has licen accused of making 
a fetisb of efficiency at a very heavy price. It is said, and 
with truth, that tlie Indian administration is the costliest 
in the world. But whatever may l)e said almut the expense 
of administration, it is a merit of the Indian system to have 
insisted on efficien<’y. a feature which we must not discard 
even in the New India. Another merit, tlie result of cen- 
tralisation, is the system of control, of scrutiny and review, 
that has been established, which makes for economy and 
efficiency in the estimating and execution of the different 
schemes. 

Indian administration is organised on a departmental 
basis. Such a procr^lure helps to fix responsibilities and 
duties on specific individuals or liodies. In administration 
fixing of responsibility is all-important ; or else praise or 
blame, correction or improvement is impossible. The diffe- 
rent departments of government are resjwnsible for the policy 
initiated as well as for the daily administration of the sub- 
jects allotted to them. The Finance Department in addition 
to its own special responsibilities in the realm of finance 
acts as a co-ordinating body. At the head of every depart- 
ment is a member of the executive ; and by this means the 
executive is brought into intimate contact with the adminis- 
tration. The executive collectively is another co-ordinating 
force in the governmental machinery. 

Eadi department is organised not only with an eye to 
•n economical division of labour but, wherever possible, 
iQubial dieck and assistance. The headquarters organisation 
of die government is the secretariaL Most, if not all, dw 
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•dminiitrative departtnrato are housed in die same building, 
so that mutual discussion and assistance are facilitated. 

The work of the secretariat is conducted by means of 
a filing system, so designed as to secure all relevant informa- 
tion liearing on a case iiefore any de<'ision is arrived at. The 
liall may l>c set rolling, for example, by the receipt of a 
petition. That p<'lition after lieing recorded in the registry 
is s<mt to die appropriate department for disposal. Here 
the questions raised arc dealt with from all points of view 
and all relevant information noted. Tlie sulx)rdinate staff 
prefuircs the noting and submits it through Uie Section 
Superintendent to the officers, namely, the Secretary or his 
deputies or the I’ndcr-Secretary. In some cases the file 
with the accumulated noting is r<*<iuited to lie sent to another 
department or depailrnents, where it undergoes a similar 
process. 'flic jounn-ying to and fro may, in important 
acliemes, last a long time and at the end there is a veritable 
hook on tlie original question or questions raised. This 
system heljis gicatiy for continuity of policy which is so 
esiicntiHl to government administration. The important 
decisions arc even printed with all the important noting that 
led to the decision, and the printed booklet serves as a guide 
in all future cases. 

We shall descrilw briefly in the following pages the 
different financial agencies of the central and provincial 
governments ; how they arc constituted and how they are 
related to each otlier and what functions they perform. We 
shall take in turn the departments and officials in England, 
at the centre and in the provinces, and lastly those organisa- 
tions and officials which serve both provinces and the centre. 

Departments and Officials in England 

The India Office is the office of the Secretary of State 
lor India. As it has to deal with the multifarious problems 
of dm different governments in India its orj^nisation is * a 
miniature government in itself’.^ Every 'departmmt in 
India has its counterpart in the India CMfioe. llie Secretary 

i IC C. C Srtoo. Tkt Jmdim Ofice, p. 6. 
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of State, a cabinet minister, is the bead of the office. Ibough 
with every step in the direction of self-government his 
control over Indian administration must diminish, it is still 
very considerable, even if exercised in a very quiet and 
unostentatious manner through Uie issue of directions to the 
Governor General and the (Governors. Tlie relations between 
the Secretary of Slate and the Viceroy dej>end on their per- 
sonalities. The latter Iwing on the spot must neeessarily 
possess very large powers of diseretion; the former, how- 
ever, l>eing constitutionally rcs|Hmsil»lc to I’atlianicnt has the 
final say on matters InjIIi of |H»Iiey and of administration.^ 
Tl»e Secretary of Slate i>. aided l>y Advisers who, for the 
speedy despatch of hiisitjess, are divided into various 
committees. Ihese eomniitlees, however, are purely advisory. 

Tlie administrative head of Uie office is the permanent 
Under-Secretary of State. Ihe work of the office is divided 
among a numlier of departments, e.g. finance, services, 
judicial, defence, etc. The financial organisation consists 
of the Finance Department, the Accountant General, and the 
Auditor of Indian Home Accounts. 

The Finance Department is in charge of two seo^taries, 
and besides controlling ex|M‘ndiliire in Kngland, sCnitiniBes 
expenditure in India with regard to the reserved subjecii. 
The Governor General is required to follow the directionL 
of the Secretary of Stale when he decides matters in hw 
sole discretion ; and undoubtedly directions of a financial 
nature will be dealt with by the Finance Department. Before 
the new constitution came into force the Secretary of State 
had to sanction a very large portion of tlie expenditure in 
India, though in practice most of the [Kiwers were delegated to 
the Governor General. The task of the Finance Department 
was therefore heavy. Now the authorities in India them- 
selves possess the power to sanction expenditure, and the 

1. “The Secretary of State for India watches from a lofty and ftistant 
pontioo the eto and flow of Indian tides. Charged by Parliament 
with the control of the Govemroeirt of India his dclilwratc attitude 
towards that body is neither hostile nor complacent. He watch^ 
he connuits, toatetimes he intervenes in what the Goverranent ot 
India conakler an irritatinx manner." — Chaiticy, AdmimslraHvi 
Fraciicf tn India, quoted by Seton, op. cit, p. 7i- 
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direct control of the Serr^ry of State ia felt aa 

logards the Servtcea. Loans in England will continue to 
be Boated by the Secretary of State on behalf of the Gov* 
emnient of India till the establishment of Federation. The 
issue of such loans is made by the Finance Department 
This department has also to deal with the financial relations 
with railways, e.g. revision of contracts, purchase of lines, 
etc., and with departments of the British {government, chiefly 
the War Office, the Foreign Office and tlie Admiralty. 

The chief accounting officer of tlie India Office is the 
Accountant (iencral. In the U.K. there are separate organisa* 
lions for accounts nixl audit purpo.ses. The Accountant 
General is, ihcrchuc, rcs|K>n^ible for the receipts and pay- 
ments of tlie India Office, for framing the estimates of 
receipts and disbursements (which are then submitted to 
the secretary of the Finance Department for M’ruliny). for the 
preparatign of the annual appropi iatiun and finance accounts 
of the India Office for pres«*nlation to Parliament and trans- 
mission to India, for the placing of balances on loan or 
deposit, and for all ipiestions aliout the staff which have a 
financial liearing. 

The Auditor of Indian Home Accounts, though 
appointed by the (Governor Cieneral, is yet guaranteed his 
independence. His salary is charged on the federal 
revenues and may not be varied to his disadvantage after 
his appointment ; and further he may only be removed from 
office in like manner and on like grounds as a judge of the 
Federal Court. His duties and powers, given by the Audit 
and Accounts Order and the Act, extend to the audit of 
accounts of transactions in the U.K.^ pertaining to the 
iederatifHi or the provinces or the Federal Railway 
Authority, the granting of a certificate if he is satisfied with 
Uieir correctness, and the submission of reports to flie 
Auditor (General of India for inclusion in the reports vdiicfa 
the latter is required to submit by statute or othemise. The 

1. Hw aw&t conducted is ccinprdiensive as be is reqtand U> nraminf wid 
ao^ the acenonts (indudins appropriatioa accounts) of r ccrin t s. 
expeaditm and dispo^ in the U. K. of alt monepi, stores and ooicr 
l irqpcrty tlae to or Md for fodenl or itnmadBl porpascs. 
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Auditor of Indian Home Accounts works under die general 
superintendence and control of the Auditor Gemwal ; and 
is re({uired, therefore, to conduct his audit according to the 
spirit and terms of the concordats, apply‘ the interpretatioHM 
given by the Auditor Orieral of India, send his reports on 
dates prescribed by Uw Auditor General, prepare periodical 
summaries of any important audit matters not included in 
tiiose reports and transmit tliem to the Auditor C^neral widi 
the observations of the S'cretary of Stale and die High Gom- 
missioner, and report all im(H>rtant cliaiiges in meduMls and 
practices of audit and in the strenpdi or cost of his estab- 
lishment. He has free access to l>o<»ks of accounts and other 
documents, exirpt diose ccrlifie<l by the Secretary of State 
or the High Cnmmissioiicr to Iw M'crel. He may aLso be 
recjuired to audit transa< lions in KnglatuI relating to llumia. 

Tlie new constitution provides, a.s did die old, for a 
High Commissioner for India to pt^rform sudi functions, in 
particular the making of contracts, as the Governor General 
may dire<‘t him to do in cuimection with the business of the 
federation. The High (Commissioner may with the approval 
of the (Governor (h*nciul jKTform similar furirlioiis on liehalf 
of a province or fcdiTul state. The iitiaiicial oflit^r of the 
High (^mmissiiincr i- his Chief Accounting Ollicer, who 
prepares the estimates of the oflici* and keeps die ac4x>unta 
i^hich are then audited by the Auditor of Indian Home 
A<x5ounts. Hie work undertaken by the High C^mmissiotier 
is purely non-political, except that he represents India at 
international conferences, and is chiefly in connection widi 
agency functions, such as purchase of stores and the 
promotion of the welfare of Indian trade. 

FiNANaAL Orcamsation at the Centre 

The centre is in a state of transition. Thou^ federation 
has not been established, yet many features of the 
new constitution have already been introduced. The old 
h^slature and die old executive continue, though exercising 

1. To Mcore further utiifortnitr all ea»e* of importance are to be broiwfit 
to the aoitot of the Auditor General by the Auditor of Indian Hoow 
AocountSr 


9 
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altnofft all the powers given to the federal authorities. The 
Crown Representative discharges his responsibility through 
his own Political and Finance Departments ;* the latter being 
entrusted with the dis(‘harge of all financial business pertain- 
ing to the Crown Representative, the former enjoying such 
financial powers as may delegated to it by tlie latter. 
The Auditor (General of India is by statute required to audit 
the acfounts of the Crown Representative and by arrangement 
alao keeps the accounts. 

The Governor (General is aided and advised by hi» 
Executive Council. The power of the (i<»vemor (icneral as 
against the council is very considerable, as was remarked in 
the previous chapter. However, in most matters the opinion 
of the majority is followed. The Executive Council decides 
all matters of {xilicy including fmancial policy and func- 
tions on the portfoii<( system. A meml>er of the council is 
at the head of each department of the government, and, 
except where large issues are involved or a point is dis- 
puted willj another department, his deci.sion is final on any 
point that may arise. All disputed matters are placed 
before the council for decision. 

Tlie Finance Mernlier is the memlier of the Executive 
Council entrusted with the financial work of the Central 
Government. There is no statutory' sanction, yet by the 
Rules of Business issued by the Governor General the 
Finance Member and his department have l>een accorded 
a primacy over the other departments. 

This primacy to be effective will depend on two 
factors : the qualities pf the Finance Member and the 
support he gels from Uie Viceroy. Constitutional practice 
in most countries gives the Finance Department a special 
status and expects from the Finance Minister qualities which 
are rarely combined in any single mortal. The Finance 
Minister must possess tact, wisdom, knowledge, int^ity, 
firmness, a fine sense of justice and equity, a passion for 
eomnoBiy and efficiency*, and keen watchfulness over the 
credit and financial prestige of the nation. The Finance 

1, Vide Ql -XIV', D. The Crottm RepresenUaixM’s Departmeett. 
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Minister must like any other human being be honait and 
Htncere ; but it is not enough to be tluiL He must be well 
versed in finance and wise in the ways of men. Often he 
will have to criticise his colleagues and their schemes, and 
for this he will need infinite tact and firmness ; tact to deal 
with others with whom he is closely assMK-iatcd williout 
causing them any hurt, firmness to adhere to his decisions 
in the interests of financial propriety. He has to judge Uie 
importance of the difTerenl schemes sul)mitt«<l hy the various 
<lepartments, and he must Iw guided in his choice by a well 
develojK'd sense of justice* and fairness, consistent with the 
broad outlines of |Mdicy laitl down by the ministry. At all 
limes he must work for ecoiuuiiy and <'flkieiicy Imth in the 
planning of scliemcs and in the actual day to day adminis- 
tration ; at all limes he must watch die slate of the govern- 
menl's financial condition and maintain the credit of the 
eountrv'. (,)uilc a hard tusk for any man to do ! That is why a 
Finance Minister has to 1 h* a man of a high intellectual and 
moral calibre. The country dc[H*iuls on him for its financial 
stability, and he ill performs his duly by the country if he 
fails in the tusks appointed to him. 

But it should 1)0 refnenil)ered that the Finance Meml>er 
is one among many in the Viceroy's Kxccutive Council ; and 
unless he gels die all-powerful support of the Viceroy his 
cries for economy are in the wilderness, and probably after 
iK)me protests on taking up his appointment, the Financ5e 
Memlier settles down to being a |>eaLeful registering machine 
for die expenditure of die governnieiil. lliis fact has been 
admitted before public committees, and so long as the 
present powers of the Viceroy and the Commander-in-Chief 
continue, the Finance Member can do little, unless he 
receives full-hearted support in his drive for economy from 
holh of them. 

In the federation to come the Finance Minister will 
take the place of the present Finance Member, and his 
powers to effect economies will then be dependent not only 
on the Governor General but on his chief as well. Four-fifUw| 
of the expenditure at the centre is non-vouble and'eabject 
to die Governor General’s sole discretion. One-fifth of the 
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expenditure roughly is votable and therefore subject to the 
control of the ministry. The powers of the Finance Minister 
to control expenditure will depend on the policy of the 
cabinet and the attitude of the Frinre Minister. Tire federal 
ministry when it comes into being will be a strange body 
combining the widely divergent interests in the legislature. 
It is hard to imagine what homogeneity the cabinet will 
assess ; and unless there is homogeneity the control of the 
I'itiance Minister will Ik? a mere fiction. Tlie French cabinet 
is also very loosely formed, and so the Finance Minister is 
never in a position to control the other ministers in financial 
matters in die same manner or to a like degree as the Chan* 
celior of the Exchequer in England. Let it l>e remembered 
always Uiat no one minister in a parliamentary form of 
government can Ik* more jMjwerful than the raliinct. Besides, 
as the jKisition accorded to a Finance Minister depends 
very largidy on conHlitntionul conventions and practices, 
there can Ik* no safeguard to his j>owei> other Uian a bi^ 
tone of public life in the anintry, which in the last resort 
tueuns the character of the |»eople and sjKH’ially its leaders. 

One of the sjwcial responsibilities of the Governor 
General is the safeguarding of the hnancial stability and 
credit of the Federal Government, For this purpose he may 
appoint a Financial Adviser to aid and advise him. This 
Financial Adviser will, however, l)e available to the Federal 
Government for advice on any matter relating to finance on 
which he may be consulted. 

We have considered so far the central executive in 
their capacity as heads of the administration. We have 
now to inquire into the organisation and functions of the 
administrative agency concerned with finance. The Finance 
Department at the centre has a large organisation widi a 
number of principal divisions, and is modelled on that of 
die British Treasury. The ^permanent bead of the depart- 
ment is the Financial Secretary — who is a Secretary to 
Government and not a Secretary to the Ftnance Minister — 
and is assisted by Joint, Additional and Deputy SecretaxieSt 
Under-Secretaries and Assistant Secretaries and a large irtaff 
divided into different sections in charge of SuperinUmdents. 
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The has a number of diTtsiona or 

branches, the department proper dealing principally with 
revenue, borrowing and tlie civil expenditure of the Gov- 
ernment. The Central Board of Revenue in charge of two 
members who have the status of Joint Secretaries to Gov- 
ernment is entrusted with tlie ct»llection of revenue under 
customs, excise, salt and income-tax. Tlje Financial 
Adviser, Military Finance, i> attached to the Defem« 
Serviws and may la* considered the representative of the 
Finance Department ^»ith those Scrvice^. Similarly the two 
chief corninerciul departments »)f the government, namely, 
the railways and the |K>Nts and ttdegraphs have represen- 
tatives of the Finance Dopaitmrnt attached to their own 
deiiartmonts in the fw-rMUis of the Financial Commissioner 
of the Railway Hoard and the F'inancial Adviser, Posts and 
Telegraphs. F'ach of the-e hranehes has a large degree of 
autonomy, though there i- a |)roeedure hy which the F'inaii- 
eiul Seeretary to (h)\ernmenl is kept informed of all the 
major issues ; there may even 1 k‘ issues on which tlie 
approval of the F'inaneial Snrelary is spetdfically re«^uired. 

The constitution and functions of the Central Board of 
Revenue, and of the departments of the F'immciiil Adviser, 
Military Finance, the F'inaneial Commissioner, Railways, 
and the F'inaneial Adviser. Posts and 'IVIegruphs, will be 
dealt with in the chapters dealing with the execution of the 
hiidgel* and some government departments.- We shall here 
descrilre the organisation of the Finance Department proper 
or what is also called the (.livil Branch of the F’inance 
Department. It is divide<l into a numl)er of sections each 
under a sujrerintendent assisted by his sulrordinate staff ; 
and each section deal.s with a particular subject or group of 
allied subjects. The Budget Section deals with public 
accounts, estimates and expenditure ; and tlie Ways and 
Means Section with public ways and means including loans 
to and from the public treasury. Other sections deal with 
the management of public funds, questions of taxation, 
though the actuTal administration of a tax will be entrusted 
1. Cb. VII, Central Board of Rntnne. 

i Ch. XIV', A. Railway. B. Defence Sertitet andC. Paste and 
Telegea^u. 
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to the Central Board of Revenue, the pay and allowancea 
of public officers, and the Indian Audit and Accounts Service. 

The superintendeitt of the section is responsible for 
office discipline and the correct and efficient discharge of 
their duties by the clerical stafT. Some sections are in (diarge 
of the Assistant Secretary, others in charge of the Under- 
secretary. Ihe section staff prepare the cases bearing on 
the subject entrusted to them and submit them with an office 
note giving all relevant facts to the Assistant or the Under- 
secretary. Routine and uniin(X)rtant matters are disposed 
of by these officers on tlieir own resjwmsibility or, if need 
be, after reference to the Financial Secretary ; but important 
matters must Ik* sent to the Finance Member after the 
Secretary's views have lieen recorded on them. .All cases 
of greater imiKirtunce. and cases where tlicre is a dispute 
between the Finance Department and other administrative 
departments of the povcrnmenl, are submitted to the Gover- 
nor General, who may decide the case himself nr order it 
to be brought U'fore a meeting of the F.xeculive Council. 

References of minor importance which do not involve 
any new principles or departures from the established rules 
or customs are settled hy the F'inancial Secretary himself. 
The Deputy deals with crises relating to expenditure, and 
either disposes of a case himself or if it is important submits 
it to the Finance Meml)cr, though if it is very important he 
submits it through tlie Secretary who records his opinion 
on the file. To keep the Secretary fully informed of all the 
work done by the department, even those cases submitted 
by the Deputy Secretary direct to the Finance Member for 
decision are passed on to the Secretary, after the Finance 
Member has made his decision on them. 

The Secretary of the Finance Department is, as we have 
remarked, a Secretary to Government and not to the Finance 
Member, and hence his position is one of great responsi- 
bility. He is the permanent head of the department and 
therefore responsible for its general working. He attends 
on the Governor General on<% a week for the dbposal of 
business and has the power to submit any case at any stage 
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ilirect to him. Hence cases in which the Financial Secretary 
differs from the Finance Member may be referred to th« 
Governor General, who if he agrees with the Hon’ble Mem- 
ber disposes of the case himself ; otherwise the case must 
be brought before the Executive Council. Tlie Grrvemor 
General is authorised by the Act to prescribe Rules of 
Business for the conduct of the different departments and 
it is the duty of llie Financial Secretary to see that they are 
carried out. Further he has t<» bring to the notice of tiro 
Finance Member and the (H>vemor General any cases in 
which he thinks the sp<‘cial resjMmsibilities of the (Governor 
Oneral are invtilveik Hence the part played by tho 
Financial Secretary is very important ; he is kept informed 
of all the major issues not only in the eivil hranch but also 
in the other branches. 

The functions of the Finance? Department range over| 
the whole field of finance — revefuie, ex[)enditure, taxation, f 
ways and means, watching of balances, management of' 
public funds and preparation of tlie budget. The Financei 
Department scrutinis<“s all projxisals for expenditure and 
has an effective control over exj)cnditure, for it can refuse 
to make budget provision for any item not approved by 
it. 'Die Finance Department is now directly c»)ncerned with 
the collection of revenue. This is a good feature which, 
because of the control it renders jTOssihle, should find a 
place even in the pnivincial financial organisation. The 
Finance Department derives its importance from the fact 
that it is the chief instrument to promote economy Apd 
efficiency in the administration. 

The other administrative departments are concerned 
chiefly with policy but they have certain financial dudes aa 
well, some on their own responsibility, others by delegation 
from the Finance Department. E^ch administrative depart- 
ment is responsible for framing its annual estimates, for 
promoting economy in the policy it follows and cffafiency in 
its day-UMlay administration, and for watching the progress 
of expenditure against the grant allotted to it. If it anti- 
cipaUw excesses it must take steps to see that they ax» 
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mgalariaed l>y sapplemesitary grants. As regards re> 
apfiTopriations within a grant between one minor bead and 
anodier, it has certain powers delegated to it by the Finance 
Department. This device of making the head of the depart* 
ment responsible for economy and efficiency is very com- 
mendable ; for by this means, as in England, he has on the 
one hand a financial duty and on the other the requisite exe- 
cutive power to carry tliem out. 

Below the departments come the controlling authorities 
who are entrusted with tiie «*onlroI of the disbursing and 
estimating ofiictirs on matters connected with expenditure 
and budgeting. Tiie contndiing authorities possess wdthin 
prescrilM'd limits the |X)wer to sanction re-appropriations, 
have the obligation to watch the progress of expenditure 
against the sums allotted to them, and to bring to the notice 
of the administrative department all cases of anticipated 
excesses and savings, and within their jurisdiction have the 
responsibility for promoting tM'onomy and efficiency, and 
enforcing the financial rul<*s that may lie issued by the 
Finance Department, The disbursing and estimating officer 
— both functions are usually combimd — is generally the 
head of the office to which lie liclongs. He has to watch 
expenditure against the primary units of appropriation, 
report all antici|)ate<l excesses and savings to tiie controlling 
aullwirities, prejwre tiie estimates and carry out all the rules, 
r^uiations and orders issued by the administrative depart- 
ment or the Finance Department. 

Ilie foregoing also provides us willi a sketch of the 
machinery of financial control as well. The Finance 
Department, Uie administrative department, the controlling 
authority and the disbursing and estimating officer — 
eadi has its part to play in the scheme of financial control, 
a part that is very important in fostering economy and 
^fidency. 


Provincial Financial Organisation 

Rou^y the same system of administration prevails in 
Ae pimrinoea as at the centre. Ihe Governor takes 
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fJace of diK Governor General and like him has the control 
over the non-votable part of the budget. There is now no 
dyardiy, and so the Governor is aided by a ministry formed 
from among the members of the legislature. The Governor 
is constitutionally bound to accept the advice of his ministry 
except where he has to act in his sole discretion or in hia 
individual judgment. He frames the Rules of Business for 
the conduct of the different government departments. 
Like the Governor General the (Governor has his special 
responsibilities though none of them extends to the financial 
sphere. 

The provincial ministry is collectively responsible for 
the polioy followed. In the event of a breakdown of the 
constitution the Governor is empowered to appoint Advisers 
to help him to carry on the administration, and these 
then form Uie provincial executive. A minister is at the 
head of one or nmre departments. The Finance Minister 
is in charge of the Finance Department. As at the centre, 
all details of rotttinc are settled l»y the department, the 
Finance Minister deciding the more important issues. What 
we have said concerning the centre applies mutatis 
mutandis to the provinces e.g. tlie primacy of the depart* 
ment, the effectiveness of its omitrol, the {M>sition of the 
Finance Minister in the cabinet, the constitution and 
functions of the department, and the responsibilities of the 
administrative departments, the controlling authorities, and 
disbursing and estimating officers. Consequently, we shall 
select only a few pijints of difference, lictwecn the two. 

First, the provincial executive is a popular one ; the 
central i.s appointed by the Secretary of Slate. There is, 
therefore, fuller parliamentary government in the provinces 
than at the centre — a great difference in favour of the 
provinces. Secondly, the Finance Department in the pro- 
vinces is a miniature of its central prototype, though *t is 
BKrt entrusted with the collection of revenues. 

In Bombay, e.g., the Finance Department is organised as 
follows : die Financial Secretary is the permanent heat! of 
^ d^Kurtmoit and is assisted by two deputies ; one lor 
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Mivioes, that is, in connection with establishments in the 
M^le province, and the other for budget work, that is, in 
connection with loans, ways and means advances, estimates, 
taxation and treasury control. Tliere is an Assistant Secre> 
tary who is responsible for the efiicicncy of the office. There 
are seven sections in charge of Superintendents concerned 
respectively with taxation, scales of pay, leave, pension and 
Bombay Civil Service Rules, ctjmmercial statistics, loans 
and contingent charges, recruitment rules, and the budget. 
The budget section is ver)' important and is further divided 
into subsections for ways and means and for estimates. 

Other and smaller provinces will have an even smaller 
organisation. TTie volume of work in the provinces is 
fractional compared with the centre, though in variety it is 
almost as co-cxtensivc' ; for witli autonomy the provinces 
have had to undertake many functions, e.g. ways and means, 
watching of balances with the Bunk, etc. which previously 
were looked after by the c'entre. Responsibility is the 
price of self-government. 

Thirdly, the area of operations is considerably smaller. 
The size of a country presents pwuliar administrative 
problems. From these difficulties Uie provinces are exempL 

Fourthly, the provinces have separate departments for 
ijrevenue collection. There is a Revenue Department that 
is principally engaged in the administration of land revenue 
but is also entrusted with the collection of revenue under 
stamps, registration, etc. There is a special Excise Depart- 
ment for the collection of excise duties on alcohol ; but it is 
administratively under tlie control of the Revenue Depart- 
mrat. Both these departments will be treated in the chapter 
dealing with the execution of the budget^ 

The provinces are empowered to have their own 
Auditor General for purposes of accounts and audit, pro- 
vided certain conditions are fulfilled. The Provincial 

I. The provinces are (wit concerned with exchanae. edrrener, mttUs, the 
all ImUa undertakina* *"<1 services, stcrlina debt and a few other 
aUbjccts. 

Z Ch. VII, TAr Rt v e^ * Ikfuirfmfnt. 
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Auditor General will then perform all thi^e duties which 
are now carried out on lichalf of the province by the 
Auditor General of India, through his provincial Accountant 
General, except that all directions on the methods and prin- 
ciples of keeping accounts by the Auditor General must be 
observed by his provincial counterpart. 

The Indian Avon Department 

The Indian Audit Departjnent serves the audit, and 
very largely too tlie ac<-oiitits, requirements of the centre 
and the provinces, even though the exjx'nses of administra- 
tion are Imme entirely by the former. Partly no doubt 
l)ecause of this fmaiuiul iM-nefit, even though provision has 
l>een made in the Act for the appointment of a Provincal 
Auditor General, no province has so far availed itself of the 
opportunity. 

The Auditor General of India is appointed by Hia 
Majesty and assured by statute of bis status, and detachment 
from and independence of the executive. He may only lie 
removed from office in the .same manner and on the same 
grounds as a judge of the Federal Court. His .salary, 
allowances and pension are charged on the federal revenue*; 
and his rights and privileges may not lie varied to hi* 
disadvantage after his appointment. To secure full 
detachment from the executive he is <lebarred from 
holding further office under the (irown in India 
after he has ceased to hold offii’e. The conditions of 
service of the Auditor General are prescril>ed by the 
Audit and Accounts Order. His powers and duties, both 
as regards audit and accounts, are aLso amplified in the 
Order and will l>e dealt with in detail in the chapter on 
Audit and Accounts.* Tlie independence of the Auditor 
General is also enjoyed by the officers and staff of his 
department. One important peculiarity of the Auditor 
General must be noted. He is not the specific agent of 
the legislature as is the Comptroller and Atiditor G«icral 
in the United* Kingdom of Tarliaqient. 'Hiat is why all 

!■ Vide Ch. IX. Tiu Auditor Cmerat and Accountt and The Auditor 
General emd Audit. 
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reports by the Auditor General of India are submitted not 
to the legislature directly but to the Governor General or ^ 
Governor for transmission to the legislature. 

The Provincial Auditor General, if appointed, will 
have the same powers, privileges and responsibilities as 
the Auditor General mtUatis mutandis with respect to a 
province, subject to two differences, first, that tlic Auditor 
General of India shall have the power to give directions 
with regard to the methods or principles that should govern 
provincial accounts, and sei-ondly, that a Provincial 
Auditor General is eligible for appointment as Auditor 
General of India. 

Working under the general siija-rintendence and 
control of the Auditor (rt-neral for the audit of transactions 
in the United Kingdom relating to the federation or the 
provinces is the Auditor of Indian Home Accounts of whom 
mention has lieen made in a preceding section of this 
chapter. 

llie Indian Audit Department is the agency through 
which the Auditor General jierforins his acaiunting and 
audit functions and of which he is also Uie administrative 
head. The organisation of the office of the Auditor General 
consists of tlie Deputy Auditor (General, tlie Assistant 
Auditors General and the office staff. The Deputy Auditor 
General acts as the Chief of Staff, and exwpt as regards 
statutory reports is empowered to deputize for the Auditor 
General in any matter and to any extent, as may be deter- 
mined from time to time mutually between the Auditor 
General and himself. Tlie Deputy Auditor General is 
responsible for the efficient working of the office and issues 
orders in the name of the Auditor General, subject to his 
general control. In the administration of the office the 
Deputy Auditor General is assisted by the Assistant Auditor 
Gmieral (Personnel) who acts as the executive head of the 
current administration of the office. 

'Die office of the Auditor (^neral undertakes no 
ofiginal audit worit. It prepares the Gtmbined Revenue 
and France Accounts, deals with the framing of rules and 
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regulations and the issuing of orders, and prepares all cases 
bearing on audit, accounts or classification which have been 
referred to the Auditor Oneral for decision or guidance. 
The Auditor General and his deputy go frequently on tours 
of inspection, so as to maintain a high and even standard 
of efficiency among the different audit and accounts offices 
under his control. 

The Indian Audit De{>artment is spread througliout 
India and i.s divided into four classes of offirea, namely, 
the Civil and Posts and Telegraphs Audit Offures and the 
Railway and Defence Services Test Audit Offices, the first 
two of which are combined audit and accounts offices while 
the latter two deal only with the audit of the accounts of 
their respective departments. The Auditor General dis- 
charges his statutory responsibility for audit through the 
Heads of the Civil Audit Offi«es, the Accountant funeral. 
Posts and Telegraphs, the nire«-lor of Railway Audit and 
the Director of Audit, DefeiuT Services, who respectively 
control the four classes of offices. 

Civil audit includes the audit of transactions of the 
Civil, Public Works and Forest Departments. Ilierc are 
thirteen Civil Audit and Accounts offices under the 
Accountant G<*neral, Central Revenues, the Accountants 
General of Madras, Bombay, Bengal, the U.P,, Bihar, 
Punjab and the C.P. and Berar, the G)mptroner8 of Assam, 
N.W.F.P., Sind and Orissa, and the Chief Auditor, Indian 
Stores Department. Tlie first audits the central civil 
transactions, other than those occurring in the provinces, 
and the transactions of other centrally administered areas, 
and co-ordinates the customs revenue audit under the control 
of other civil audit officers. The last audits the transations 
of the Indian Stores Department and the Department of 
Central Excises and Salt, Nortliem India. And the rest 
audit the transactions of their respective provinces and most 
of the central civil transactions occurring in those 
provinces. 

Tlie aoooimts of the Railways and the Defence Ser> 
vices, idiidi have dieir own aocountiag or g an i sa tion s 
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under executive control and separate from die audit officea, 
are compiled hy die Controller of Railway Acoranta and 
the Military Accountant General respectively. The former 
is directly suliordinate to the Financial Commissioner of 
the Railway Board and the latter to the Financial Adviser, 
Military Finance. The full organisation of the accounts 
and audit offices of die Railways and the Defeiu* Servi<»8, 
as well as of the Frosts and Telegraphs is given in 
chapter XIV. 

The Accountant General or the Comptroller of 
Accounts in a proviru^e is the representative of the Auditor 
General for the provincial transactions and an Accounts 
Officer for the transactions of the centre within his circle 
of accounts. As regards the former he is the chief Accounts 
and Audit Officer for the province ; as regards the latter 
he is merely one of those officers whose work will later be 
co*ordinated by die Accountant (General, Central Revenues. 
All civil audit offices are <*oinhined offices and hence the 
Accountant General is entrusteil with l>oth accounts and 
audit functions. 

The office of the Accountant General is divided into a 
numlier of sections according to die nature of the work to 
he performed. The general or routine section sorts out 
the inward correspondence, accounts, vouchers and other 
receipts of the office and distributes them to the sections 
whose duty it is to deal with them. There are a number 
of sections dealing with audit, such as the departmental 
audit sections for the audit of transactions of the various 
government departments, and the gazetted, works, pension, 
forest, deposit and provident fund audit sections. The 
woric of all these sections is checked by the Appropriation 
Audit Section. The classification and compilation of 
accounts is the work of the Book Section ; accounts adjust- 
mmtts are carried out by the Account Current Section. The 
fidget Section deals with budgetary work, both of the pro- 
vince and the centre. The Higher Audit Section is con- 
cerned with the audit of transactions from the point of view 
ol audit principles not covered by codes. The Local Fund 
Audit Section audits the accounts of the local authorities. 
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S<Hnetiiiie8 there is a Report Section for the preparation of 
the reports on the Appropriation and the Finance Accounts. 

The Accountant General bears the general reaponsi* 
bility for the whole work of the office and particularly for 
the efficient administration of his office establishment. He 
also takes direct charge of the three most important 8ec» 
tions, namely, tlie Budget Section and the sections 
exercising higher audit and appropriation audit functions. 

To assist him tliere are the Deputy Accountants 
General, the Assistant Accountants General (for officers 
belonging to the Indian Audit and Accounts Service) and 
tlie Assistant Accounts Officers. The larger offices have 
two deputies, the smaller only one. The Accountant 
General distributes the work to these officers with a view 
(i) to relieving himself of the details of office administra- 
tion by making one of the deputies responsible for routine 
work, (ii) to placing all audit work under the general 
control of the deputies, and for that purpose (Hi) to 
releasing them from detailed sectional work, which is the 
responsibility of the section superintendent. 

The Civil and Posts and Telegraphs Audit offices are 
inspected by Inspection Accountants appointed by the 
Auditor General. The Inspection Accountant is an inde- 
pendent agency at the disposal of the head of an office, by 
which he may ascertain whether his responsibility for the 
efficient working of tlie office is being fully and consistently 
disduirged. 
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CHAPTER V 

THE PREPARATION OF THE BUDGET 

Hamnc completed the preliminaries we come now lo the 
system of financial administration that prevails in our own 
country. The whole of this second part is devoted to the 
central and provincial budget systems, other aspects of 
financial administration lieing set out in the third part. In 
(he first two chapters were considered the principles and 
procedure relating to budgets ; in the light of tliose prin- 
ciples and practices we are able to jutige the standard of 
efficiency of our own system which, lieing modelled on that 
of the British, for the most part conforms to the principles 
of a sound budget system. Differences lietween our system 
and that of the United Kingdom arise owing to (i) the 
peailiar constitutional position of the central and provincial 
governments, («) the size of the country, and (m) the 
practices handed down from tlie days when tlie government 
of India was centralised and fully bureaucratic. In the 
provinces with the introduction of provincial autonomy 
tliere is a fair deal of self-govenmienl ; yet the limitationa 
of tlie Central Government affect them in a number of ways, 
for of necessity the national goveninienl must exercise some 
control over the smaller units. 

In this chapter we shall deal with tlie preparation of 
the budget which, as we have seen, is the first stage in the 
budgetary process. The procedure in India is in full 
accord with financial theory ; for the executive prepares 
the budget, and then jointly defends, on the floor of the 
legislature, those parts which by the Act are to be submitted 
for legislative sanction. Again both at the centre and in 
die provinces, there is a regular hierarchy of officials and 
departments, and this affords an opportunity for review, 
criticism and check many times over from different angles 
of vision. The ifiethod is slow but it has the advantage of 
Jieing attre. 

The provinces have beoi given the pride of place in 
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liii« diapter, because they have a larger measure of self* 
government than the centre, where the powers of die 
lature are severely curtailed, and because the centre is in 
a state of transition. 

It will be useful and convenient at the outset to 
indicate the various stages in estimating, (i) The initial 
estimates are prepared by the heads of oiRces and (u) then 
scrutinised by the respective departmental controlling 
authorities, (ui) With regard to certain estimates, as 
salaries of officers and staff, where reference to records is 
needed, the local Accountant General in the provinces and 
die Accountant General, Central Revenues, at the centre 
help in further scrutiny. With regard to other estimates the 
respective administrative departments scrutinise and con- 
solidate them, tlien forward them to the Finance Depuut- 
ment. This department reviews them for the last time 
before ineorporalion in the budget. Administrative depart- 
ments may appeal from a decision of the Finance Depart- 
ment to the cabinet or Executive Council. The revenue 
estimates are prepared by the Finance Department, (to) 
The next stage is a forecast of probable revenue and expen- 
diture for the next year, based on the policy which has been 
adopted by the executive, (v) The Finance Depart- 
ment then consolidates the estimates and prepares 
the demands for grants and the budget notes, (ul) Next 
comes the scrutiny of new items of expenditure by the 
Standing Finance Committee of the legislature and the 
final decision of the Finance Department with regard to 
the estimates. (vii) The budget notes are revis^ and 
budget estimates corrected to conform to the orders issued 
by government who collectively review the estimates, (vtit) 
EMtly, die final compilation of estimates is undertaken and 
die pinted estimates and demands for grants are ready 
for ptesentaticm to the legislature in February. 

A. The Pronndal Badget 

Buocetart Agencies ' 

On die Governor of the province rests the anadtutional 
mqpmwHhilUy to prepare and to present to the dumdwr cur 
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chiwbew of dbe legiskture > statement, and if required 
a Bttppknmtary Element also, oi tiw estimated reoupls 
and expenditure of the provinee for the financial year.^ In 
practice it is the provincial ministry which is responsible 
for the preparation of the estimates ; and the ministers, being 
meroben of the legislature, have full opportunity to explam 
and defend them. 

In this most important task of preparing estimates 
the Governor and his ministers are assisted hy the Finance 
Department consisting of trained and experienced Mrsonnel. 
Under the old constitution the Devolution Rules^ showed 
inter alia the duties and consequently the responsibilities 
of the Finance Department. I’his department was res> 
ponsible for framing proper fipancial rules for the 
guidance of other departments and for seeing that suitable 
accounts were maintained by them. It was entrusted with 
the preparation of the annual and supplementary estimates 
and of the demands for grants and excess grants to be 
submitted to the legislature, and with the task of watching 
the state of provincial balances. It was entitled to obtain 
from other departments concerned the material on which 
to base the estimates, for the correctness of which it was 
responsible. It had the duty of examining and advising on 
all 8chem» of expenditure required to be provided for in 
the estimates, and had the power to decline to include 
provision in the budget for any scheme which it had not 
scrutinised.^ 

With the new constitution the Devolution Rules have 
ceased to be in operation, but the Governor is empowered 
to frame Rules of Business^ for the conduct of business of 
the different departments. As the old traditions in financial 
procedure have been maintained, it may easily be guessed 
that the substance of the old rules are now contained in 
the Rules of Business. Hence the Finance Department 
has die responsibility for the financial business of the 

1- Ss. 78 (i) and 91 . 

2 . Under Ss. 45A and 139A of the Act of i9t» 

2- Sale 37 (r). Vide Apfictidix III. 

^ & 59 (3)* The Rides are confidentiaL 
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i p fw n nwnl and for enforcing economy l>y an ezamteation, 
H necnwary by a revtftion, of all eap<^iture. lltia power 
anablw (he department to frame a balanced bndgik. It 
aalculatea the income ; it regulates the expenditure. The 
Act provides’ that ail items of receipts and expendHute 
ahould be placed before the legislature^ and hence the 
budget prepared by the Finance Department must be 
comprehensive and unified. 

The Finant'e Defiartmcnt has thus a certain priority 
over Ollier departments. Not being a spending department 
ilaelft it in o good position to judge tlie re^^uests that 
emne from the other departments. However, the Finance 
Department does not possess finality of decision, for 
questions of p<iliey are the preserve of the cabinet, which 
also decides all cases in which there is disagreement 
lietween the finunce and other departments. The decision 
of the cabinet is final, subject only to the C^vemor's special 
powers and rcs|M>nsihi lilies.’ 

The administrative and other departments of govern- 
ment must supply the Finance Department with the 
neoeasary data on forms »|KTiaily prepared for that purpose 
and despatched every year to the difTcrent budgeting 
authorities. The administrative departments may and 
■houid scrutinise and revise the estimates of the subordinate 
oOioers under their control. The Finance Department 
welcomes such criticism but is not bound by it ; it u for 
the Finance Department to decide whether an estimate 
should be admitted at all, and if so, w'hether at the original 
or a revised figure. The aggrie\'ed departnumt has of 
oourae the right to appeal to the cabinet for a decision ; 
Imt every estimate must first be examined by the Finance 
Department. The cabinet will decline to consider proposals 
not so examined. 

So great is the control of the Finance Dep ar tment diet 
no fffoposal or scheme that has, or is likely to have, a 
financial bearing can be sanctioned fay an adminuArative 

t. S. and Ruin amfcr S. ist- 

t. Ttot b. sH oMilcts comiio wHUb Uw sptoR <d Ids indMdasI iodnnsat 
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<{e|MuVDeBt witiiout the prior approvml of the Pimmae 
OeptftnMaat Truly then the Finance Department ia deaigned 
to be the watdtniog of provincial hnanoeii. 

Aa was said in a previous chapter, if the FUianee 
Minister is strong and capable and has the ear of the Primo 
Minuter, the tax-payer will benefit from the economy diat 
will resulL But a stronger safeguard than the Finance 
Minister against waste is public opinion. If opinion favottn 
expenditure, no Finance Minister can stem tlic tide. He will 
be called conservative, unprogressive, reactionary. 

Though it is the Finance Department that is ultimately 
responsible for the budget estimates and the demands for 
grants, each administrative department of the government 
is responsible for the material it supplies and the policy 
followed. While it is tfie primary function of the Finance 
Department to enforce economy, it is obvious that the first 
and best place to practice economy is in the office or depart- 
ment itself. Internal check on wasteful expenditure is 
perhaps more important and certainly more fruitful than 
the Finance Department’s supervision. Hence every beaii 
of an office bears the respotiHihility for the estimates pertain- 
ing to his office, and submits the detailed estimates throu|^ 
the controlling authorities to the administrative department 
concerned. The administrative department thus gets the 
remarks and criticisms of these controlling authorities. It 
is easy for an estahli.shment to concentrate only on Ae acr- 
rices it renders to tlie public. The controlling autboritm 
are in a position to consider all estimates in a better pen- 
peedve. The administrative department views them from 
a broad aspect, while the Finance Department is expected 
to scrutinise all estimates not only in a broad but also tmpar* 
dal manner ; for it is there to carry out the cabinet’s plan 
widi the greatest economy and the smallest burden to the 
tax-payer. 


The Fihahoai. Ykaji 

AH earimatea are framed for the year eommeae^ 
fram lat ApriL It ia characleriadc of the Indian bodpal. 



iqpilni Am oMiwwtw of nwom «ad exfNndAuv ara 
MAmI lofsiber, md are d Uecm ee d and voted ii|mw belMre 
Ae &tan^ year to whidi die bod^et refen beil^* 

Hie date of commenoonent hae to be to Aoeen Aat 
a Aimat aa, particularly of revenue, may be framed mlelli* 
gendy and with oonSdenoe. For Au purpoae the oondttioiie 
affeetiim; revenue have to be known to tome extent at leaai, 
or die cMimatea will be either mere guemee or arithmetical 
averafe* of pait yean. From Ais point of view it ia diA 
cult to »ee why let April was diosen. As was remarked A 
a previous chapter, historical conventions and traditions 
powttiuUy affect financial administration. The BritAb 
admnustrator was accustomed to the financial year begin- 
ning on 1st April ; he, therefore, adopted it in India with- 
out giving further Aought to it. One of the reaaoni sug- 
garted before a Royal Commission was. Aat the date was 
fated to suit Ae Viceroy's touring in the mmiA of April 
before taking up his residence in Simla. It was also said 
that the date was fixed to suit the convenience of En|dl*b 
efcers who gu on leave usually from Ae end of Mardi. 
Another reaaon might have been Ae fact that Ae Seorelary 
«l Slate was required to place Ae accounts of Indian revn- 
nnea before Parliament in Ae monA of May. 

The need for a change in Ae date is due to the country’s 
dependenoe on agriculture which in turn deprads on the 
monsoon. As, further, mdustry is also affected by trends 
hi agriculture, a bad monsoon affects Ae whole economic 
life of Ae country. Hence it is advisable to have Ae year 
ilail aitnr Ae monsoon season is over. 

Hm) Welby Commission recommended Ist January, Ae 
reason addimed being that it was confusing to the public to 
lane Arm stotements before it, namely, the eattmaiea of Ae 
year, Ae revised estimates of Ae current year, and 
Ae eompleted accounts of Ae fwevioua year. Thia teaaoo 
dbea not eeem to bold modi water. AU three statenento are 
Momeary to aasam the pcdicy unplied » Ae eetimalBa ; for 

a. Of Ch g. Thw a| fV i l sss d s a . 



tut wtaoNouamm or m atmscr 1SI 

«iikli pir poa e tlw eoaq^eted •ooounti vi dM iwewioBii fmx 
■hcNiid be nuufe eveiUble tonetime before die mm yeer't 
cstisMtee are pitblisbed. 

Ibe Qiamberlain Comini»ion recomieendadl lit 
November or 1st lanuary, so at to overcome the diffioultiea 
of the moosotm. The Government of India gave the reoom* 
mendation their earnest consideration and invited optniona 
fnmi tbe Provincial Governments and the Qiambet* of 
Commerce. But these thought that the diudvantages would 
outweigh the advantages. There would be diStcuilies in tbe 
held of accounts, which would have to l>e reca*^ and of 
adminiatnition, for various arrangements would have to be 
altered. The matter was, therefore, dropped^ and hat not 
been taken up again. 

Perhaps 1st December would be preferable to either 
of the dates suggested by the Chamlierlain Commission. 
Coming after the monsoon and during the cnld weather 
season in India that date seems most suitable, provided of 
rourae that Ijolh revenue and expenditure estimates ire 
presented together and liefure the rommencernent of the 
hoanciai year. If, however, the British practice; i$ adopted 
and revenue proposals are presented after the oominence- 
oient of the year, so as to have the actual figures for tbe 
year just ended, then the ftnancial year should begin on lat 
October, so that in either case discussion of revenue eattmateo 

1 . "The Covemmenl of India have had under con»idrraiif», the atieelkw 
ol dhsacinc the date of the c<»miTiencrment of the IrMfian ftnsneirf 
rear frooi i»t Apnl to lu Noveniber or i»t lainiarr. The 
nalftr fata been raired on more than one ««xaMoo snd nutsfaly hr 
the Rnya) Cotnmi»Moo on Indian Ftnanre ami t'ortency of 19IS. 
the Biam object «ii new m advoratins » rheriKe being that it would 
faciiHate mart sconrsic budgeung. 

The upMBOwa of the Proviodal Govemmenta and the Chamber* 
of C o nm i eftt were innted on the propouJ tn a cirtialar trller, adifa* 
was alao aOMithed m the Pre*«. The reidiee ahow that the Pro- 
vincU Covermsents are u n amm outty of afiniun that 1)1^ duadnnlagoi 
whicli wontd reaob from the change would owwrigh the adwuMages. 
wliBe apnha) saaonc the comncrrial hodic* •• divided. After mo- 
MbtI h i Ow mat ter m al ha heariaga, the Government of Indis have 
■ow decided to drag the pmoaaal (or a change.*— CovenanaM sf 
ladh Rosolotiiiei. Na Is F, dated tidi Jmmrt. toM 



IftI fiNAifcux, ADumivnutKHf m mpu 

and tiXitioii pn»po«aU wMf be taken op by die fint wwic 
of November. 


CLAMtnCATION 

Tbe conulitution requires that items of expenditiue 
diould be elassified as voted or charged upon the revenues, 
ibe diffe/ance hei/i^ i)uit iba hghhlure volfm the lormer, 
but only debates the latter (ex«'epting amounts relating to 
the Governor’s salary, his allowances and other expenditure 
relating to his ofhce, for which provi->ton is made by an 
Order in Council). Again, expenditure from revenue is 
to be diffcrentiateil from expenditure from other sources. 
In addition, sums included by the Governor for the discharge 
of any of his s{K'cial responsihilities must also be shown. 
Only llM>se itrnis which are not charged on the revenues are 
submitted to tl»e legislature in the form of demands for 
grants on the recommendation of the (iovenior.* So in this 
matter of exe«‘Uti\e rmiminendation fur ex|K‘nditure, what 
the British House of (^ommon^ achieve# by a self-denying 
ordinance.* the provincial legislatures accept by aiytute. 

The budget follow# the form of accounts, even thou|d* 
in theory it is the aa'ouiils that must follow the budget. Hence 
it is. says Hilton Young, that “no man can tell what some 
of the estimates rnean.”-’ Estimate# are prepared on a depart- 
mental basis, one or more major beads l^ing entrusted to 
a iiepeftment. So sfaa a demand lor a grant ia prepmnd 
generally for each major head of account, divided into minm* 
heatk and still further into 8ul>-heads and primary units of 
a^MTOprialion.^ The form of accounts is dcteimined by 
the Auditor General of India under S. 168 of tlw Act. 

Gknkjiai. ScnEMC or Estimates 

Tbe different departments have to be prompt in budge*- 

os mherwise the work of the upper grades of the 

1. Ss. smI nx 

t, Rtilt' <t6 of the Hone of Comnon* Suui£nc Rates. 

X SjMtm «f Natiomt Pimamet, p. aj. 

4 Vide Aspeadu Xll (R). 



rmt nuEPAUtioM at mg wiKgr 


I9i 

Hiogidif of eofttrol^ is dislocated. This is straMod in tU 
gowenmieat financial rulea and is repeaJoJ in the fortna! 
hidgtn letter which accompanies the budget fonns sent out 
by the Finance Department 

Revised estimates of receipts and expenditute of the 
current year’s Inidget are prepared together with estimatea 
of revenue and cxfienditurc for the next year. All estimatea 
are in two parts. The first called * standing charget/ re* 
late* to revenue and to fixed and fluctuating charges. Fixed 
charges are those which, though thev may vary from year 
to year, are nevertheless not de|)cndent on the volition of 
the head of the deparinient. e.g. jx‘rrnanent estahlishmenU 
travelling allowances, ami ordiruiry contingent expenditure. 
Ructuating charp**s are thoM* which, tliough not connected 
with new ohjects of cxp<*riditiirr, are nevertheless liable to 
fiurtuate materially frorr] year to year and which require to 
1* jwrulinised by government thcm.selvrs l)efore they can 
go into the budget, e.g. purchase of quinine or animats, pur- 
chase of raw materials for jails, plantation labour under 
Botanical Survey, excavations under Archaeology, etc. The 
second part, called ‘ new items,’ relates to new ohjects of 
expenditure for which it is necessary to obtain the approval 
of the Finance Grmmitter*^ or for whi?h approval has been 
obtained before Uic presentation of the estimates.-* 

Before lO.Tl-, fluctuating charges constituted a part by 
themselves in contrast with the constant and fixed charges. 
But as it was found that even fluctuating charges were fairly 
eonstant or definite, the two have Iteen amalgamated. Tb© 
new arrangement is simpler and is designed to give m<M'e 
time for the examination of estimates of new items. It baa 
also been necessitated by the tremendous growth in work, 
the result not only of an increase in population hut of the 

t For nwe i nwo hiefsrclix ot coirtrot ow rttimsto. see Ajtfuodix 

Xll (C). 

2L Tlwrw i» no Slandiiix Finsruct C<xBrmttee »* st th* centre. elrcteJ frow 
MMOS Uw caembm of the teuMlsturc. but s towif owiMntim Of 
of the (csTfthtiure whi(*e i* svaulable to the FtOMW 

IfisHler OB uqr natter be nay choose to place before it- 
4. Vide F. D. R. No. avii-F, dai«t ia-7-ai Finandil Rnlet 
tttt Piwincnl CcwfiiiiiikhIi 



HI flBUdfOAX. APMOtU mUTWtt 111 IMBU 

M«r spirit of mtioiMl p w g r e M wkidi <ieiiMUMii menttinf 
iw il ct B Bt ■enrioM. The older order ww etatk, die new it 
dynamic. 

For the eetinutei of revotue depaitmental oficen are 
rM^wnaihle. They are expected to give accurate forecaili 
fnm a companaon of the figures for past years and any 
other knowl^ge that may come to hand. Experieooe and 
abrewdneas are required for such forecasts. The eatitnatea 
of * atanding charges * may he calculated with alnaoet 
matbmnalical accuracy. Estimates of salaries, both of 
officers and establishment, can he calculated exactly. The 
provincial Accountant General checks scales of salaries* 
increments, leave privileges, etc. with reference to the service 
records he keeps. Fluctuating items can be estimated fairly 
Mixirately by the metliod of averages, and, therefore, the 
ftnanoe Department and government need not go throu|^ 
these estimates in detail, specially as tltey will not be in a 
poakion to modify tliem suhslantially. Fredi itema are 
more carefully examined before being included in the budget 
esUmates for the year. Yet the division of the budget into 
mnnding charges and new items is fraught with dangers. 
Expenditure on items once necessary, but now of little or 
no use, will get their usual quota of appropriation. No 
doubt there is the usual letter sent out with the budget forms 
rei}ttesiing all budgeting officers to see that every care is 
taken to enforce economy and Uiat vsriationa from the pre> 
viotM three years’ actuals are explained. But budgeting 
mtthoritiea, v^ile being careful not to increase figures with' 
out good reason, do not have the necessary stimulus to effect 
r e tr en ciu nent. Hie Maff perhaps have got used to the type 
work, and it would disturb th^ir present harmonious worit* 
ing if any changes were introduced ; worse still in the ooone 
of the year woih might increase and the staff would diea he 
agm^inadequate. Aftmr all the budgming offiomr is hninan ; 
fM» he takes the tine of least resistance, in diis caae of leaat 
asylaoatioa, and above all takes oo risks. 

Banee nnleas the htghn eontrelling aodwrities and Ae 
Fhimio Departmeirt acrodniae the neoessity of ahoHAia g or 
wiig ' M i g csrtaai itaom* then is bound to he a ewnitAm 



m 


of tiean, wUcIi m • raal waaie of the 
oMnejr.* Heocse aiao tlie need for a pwiodicel fotUBibMlioa, 
foy every diree, four or at meet five years, of aU itema of 
eqwndiUtre, to aa to evaluate their relative importanee and 
out QJteleM expenditure. Betides this a rigid poUey 
of economy it requii^ on the part of the cabinet, for unleaa 
the cabinet aids the Finance Department, the latter will be 
povrerlest. 

All new items must tie considered and sanctioned before 
provision is made in the budget eatimates. All the year 
round, or better still as soon as the need arises for new ex* 
penditure. plans are submitted by beads of o&oet and 
ilepaitments to their administrative departments ; and after 
these have satisfied themsctvrs about tlie need and tlie coat, 
the estimates sre examined and checked by tlie Ftntnoo 
Department, and if approved may he included in the next 
year’s budget. Exfienditure not so approved previously must 
lie sent for approval viilli the budget eatimatea. Advantage 
is taken by the departments of the pressure under which the 
Finance Department works during the budget season to have 
anmher try to get their plans sanctioned. 

Estimate forms arc sent out by the Finance Departs 
ment in triplicate sometime in the first week of August to 
the euimating officers, who are the heads of offices. These 
heads of offi^ submit their estimates i|irough the eontrol* 
ling authorities to the adminitaralive department cwioefited. 
The controlling authorities consolidate their estimates 
before forwarding them to the administrative departmenX 
by lat October, a^ the administrative department forwarda^ 
consolidated estimates and the separate eatiroalea with 
resMuka to die Finance Departnumt by let Novonber. The 

I la tiUt conarc t iQo the famncM rule* strci* a few IhaiKf vhlcli frcni 
tcamomr mtt <ntry imtuansiu : (•) KctlawtieB cS 

feud dau-ges hsvc mm u> br otwicd s> tmM km sH time, IM nrrirwed 
hr beaidt of departmeni* frfsn time to lime. (A) Flnctastiiis chaff** 
are taaed on the (wm tiaec rear*' actwals tiea cxplanattan efamid he 
afven far mereases or deercaMt in the caauiiw year, (r) Racurrias 
aeatiaMa e xy ea dw a r e tfiadd not he eunaMcred fee w nwa far afi 
firnt las r e wewad froae time t» ikab (d) l< aRaunoS far caalfact 
aMMMMcfai has becB cjw:m ded fa tm year, there mmrn he a eevrea* 
RaaCat aalartiBa fa Ow ■crnwS'i fa the fab ti wfag' fmt. 



ml wl M of •alarie* and wtabtwlaaoat duufM akw mpm^ 
not 0^ to die adminattrative d^Mutmcnt and die odier la 
dbo Iwance Department daroo^ die Aocountaiit CdMta) 
and die admmietrative department By let Noven^ier 
idbeie eelimalee are received by the Finance Dqiartaiett 
from die Accountant General with his certified and 
lemerka fay the administrative department Estimatea td 
Siiotuating iUnns are forwarded by heads of offices to the 
controlling authorities who consolidate them showing 
figures for eadi disbursing officer separately, and explain 
dw increaaed provisions and important variations from die 
actuals of the past three years. The administrative depart* 
ment acrutinises these consolidated statements and forwards 
them with recommendations, if any, to the Finance Depart* 
ment by 1st Novemiier. The Finance Department decide* 
idl points. Regarding fresh charges, portions which are 
BOii*recurrent, terminable recurrent^ and recurrent are 
carefully indicated. 


In the preparation of e^imates the Accountant General 
aaabmi the finance Department on all financial matters with 
ndvioe based on the accounts he keeps, and in partiodar 
widi advice relating to the form of accounts, audit reguters, 
new heads of exp^iture, etc.-^ 
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Tlw saoK vstmviinirc u in the prevtuiu year tsd not a peraanCM 
adiUliai. 

The proc w t w T Oialincd shove it the normsi am. BtM owinf to iseciBl 
or techaksl tomidvtsiiont there are (light diffemtcct ia the iinfMa* 
tian at the etiimaiet onder tom head* which are here comUiend. 

PiMit If'arftr DtptrtmtnU. ContrallmK oAoert at thb 
mnSi rabmit ewhoatrt tqr the mtddle of Setsenihcr, and bjr iwti 
Onober heads si dcpartmoit* forward lists of the new saa^ s soro 
wWch haw been aspeored by sovrmnsent foe caecuiian in the enmine 
year. For arotwr acewacy and cconanv work* whoee eaiinHiai ate 
amre than nve years old are ttnirk ofi tne list Dorinc the nossii of 
SnpueaRltcr the admtntttrativc deyamoems and the Cn a wid iaioi wre 
aenUnise these e at in tea . and by 15th October die ctrioi a w an 
faewarded to Uk P.W.D. which tends them to the Ptnanne Dnait* 
went by 15th N o teinbc r . Otdy works approwed and a wch ai n i tt y 
Wltnliawd h> that date are sent to We Pinanoe DepartmeaL 
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Foul or Eruiatbs 

ESvnry eitiiMte Iona i* provide! with • ntmher of 
d^mnii. IWe it a ooiiimn for the ma^r, minor and! 
baadk another tor the primary and Mcondary unite cd 
appropriation, dien follow three columns for the actuals of 
three previous years. The actuals of the year juat ended 
are not known till later in the year ; hence the preliminary 
figures given will need to be corrected later on. The neil 
two columns are for the current year's budget and reviled 
estimates. The next five columns deal with next year's eiti* 
mates as given by the estimating officer, the controlling oflhser, 
the Accountant Gmieral if needed, the administrative depart* 
ment and the Finance DeparUncnt. The last column it for 
explanations for increases as well as decreases. The revised 

dnnuid roiut be by aiktiwatr rrkMNt*. the |is*t thm 

jpesrt* actual* and likriy c*prmbiute bit the current year. For the 
euMmuance uf major works, ttie system ui rc-sranis n( tapie* la 
devised, and thcrelorr llte liTcely arnowni of lajtscs by trorlcs h 
coonnitiuaited to the P \V 1) by xwli December. 

/maafMia. Owina to tlse Urge stltrmet iiivolverl. irriaatioa hat 
aequim] a prcsRiinrrtcc ol its own Tlte pnx'rdure is stmilar to that 
for tnaioe civil works tLsch major irriKation head of ammni has a 
M|iaraic budgn ami each budget gives details a» to the worlis in 
procrcM, maintenance, repairs ami new wrtrkt AnticipaleJ lames 
ami re-aliotmenM fur the ensuing year have to be submitted by joth 
December. 

Dttft Headt CoolrolliiMt uffM-er* receive estimates from illh- 
ertiinaic authortticf by i*t Ortubrr bj» 1 after ronsolKialiori forwani 
than direct to the Fmanrc Deiarlinmt wiibin a (ortinght. F.*tiRMtCS 
of loan fonda are sabmittrd l»y iltr admiiMsiraiive dcparunmt lo Ills 
Ftaance Depamnnn by Joch November. 

fia^endi/nrr ia Emglamd anica owing to leave and defHitatiaa 
dksivaiiccs, ateriing overseas pay. scholarsmp stipend*, etc. ProvWoa 
tor expeafitore under capital b^s is made under the Mme heada to 
the oarrMpandifig Indian expendtturr. By ist Septonbrr, beads <d 
elBccs (umish the adimnistTattvc defartments with atattmiH of 
thaae Ukely in be on leave or detmtatinn not of Iiwfia and who.wSi 
diaw their aalary in England. After icTiitMiy the sia tamwi ts an 
sm to the Finance Departmcitt whkh after comotklatioa iafmiw 
tbs Hijgh ComniMkmcT and the Secretary of State. After aSIb 
S ep t e a t b er such informauan it (cnt direct to these atabnrtties by 
the adnininraiivc de pann se ii t * and copitt (umbbaf to tfas Fteauice 

SimrM. Thia exfiaidiuire U based on forecasts seM to Um Hlah 
CiaMBtiisiumi fay uidcaling olltoers and is later mod i fied by Mas 
•Uh r efat eace to taler failaraiatioR aboot prion, etc. Estimaiea an 
fatfanii by tbs cod of Aatntt and sent to Lenden. Kacbanga ia 
minilaiad for eateoates at the oSdal rate. Provi^ lor toaa m 
pate te oaateMta i* awte te tee nrioBd ss t iw a ie iL 






mtmtik 


aohnui Imm two m, «m iwti tic 

mmm noodw* Kmb of tho eaamA ymr m»A Ao odbor 
tdhe a g te i b roqieeiivdljr of Ihe wveiv nix otr fiyo lagi bmmIIo 
of iW imModing ymt»^ Heoee revved oatiniMw •!« boaod 
oo ifae oottMl* of tho twelve montlw uBraedMiely fmoedMig 
dw due of eetimotins, thoaid theve figures uro eonoeled io 
the Ilglit of any otlm’ informatioa that may he anulahhb 
These revised estimates are important to sh^ the ticod el 
oxpendthire in the curreat year. Revised eatimalea are o 
nalerial factor in arriving at the budget estimalea of the 
next year, and so great care has to be bauoweti in prepartag 


RaviseD Estimates 

These are in addition to those pr ep a red at budget »»«»>* 
and are required, both for receipts and for expenditure. If 
r eve nu e has faUen short of expeiiations steps unU be mb*** 
In reduce expenditure ; if expenditure has exceeded or is 
IRtely to exceed appropriation limits, then aupplemeittary 
eetiiwates have to be prepared for presentation to the 
kfiststure. 

Departmental ofioers have the duty to keep 
dhily informed about the progresa of revenue and expendi* 
tore under different heads and compare them wirii the ignree 
for the corresponding period of the previous year. Revised 
oidmales must be prepared as accurately as poasihM; and 
leghCers are kept to sh^ revenue likely to be realiaed w ex> 
peaditttrB to be incurred in the remaining inctalha. % Isl 
Piovanber oontroUing authorities send to die oAadaktntim 
omi flaanoe DepaiUnenu a report regarding probafaie allein* 
thm in hu^^ waieuteB of receipCa a^ expendiutie by "**««**»’ 
haad* an basis of six months* actnsls and niher mletaw' 
liaat» By 4tb January another report baaed on dm fiial esgif 
meudhi* actuals and odier infmrmatioa b im h fw h tt d for 
by mhior heads and for expendtenu by primaiy 
t gstciBss i oi M M far sBuMbw dwms as .mB as acw 

y Sj ySTxiv cm! 7 * fteiu ?Skw3 

A ^ AifmCu xnr CO. 
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cMlIr'-iHder mA mbnr hmii or ImiAf m M 

Folniarjr aaedior revioad oitioMte it loawunlod, liifa titaat 
tMMd OK aiKO moadM’ aeliaolg aiid otfaw infomuil^ olMdif 
od. Jb ^ mooth ol December the Fuaaoe DeptiliiioHI 
woelcs ovt « fereeut of probebkr r ev en tw* ond «K|ieiidflaf<o 
for die next year. Tliii forecaxt ia bMed on ^ ooliHMtiii 
of ilKiidiiig c^rges end on the •iX'RKMrthly reviaed eertHMUK 
of the cttirent yeer*a budget 

COWSOUOATIOIV AMD RCTtEW QT ErnitATt8 

Conaolidetion end review of eatiroetea ia th(( te/dc of the 
Fmence Depertment Cooaolidetion ta nude by mejor heede 
of account on printed oonaoUdetion abatract forma.* The 
form baa many oolumna ao aa to fumiah auitable atatiatioal 
data. Then ia a column for the actuala of the fijrat eight 
or nine mootha and another for the laat four or three mon^ 
of the laat year reapectively. Then come actuala of die five 
previoua yeara, the budget and reviaed eatiroetea for the 
cummt year and laatly the budget eatimatea for tbe coming 
year. 

Review of eatimate« takes place throufd* called 

budget notea by tbe Finance Department on propoaals aah* 
mined by the adminiatrative departmenta and on the oanaoli> 
dated ahirtracta mentioned above. Formerly there were two 
editiona of aiicb notea according aa eight or nine moidha 
actuala of the current year were avaJJabJe. Now both em 
groonda of economy and to aave time there ia only one 
editioti. Aa the budget nmea are prepared, the oonpOa* 
tioK of demanda for granta for aubraiaaion to the kgialiHtiiio 
>• taken in hand. After lldi February, very :fow eotien* 
tkini ate BUMie and only if tbe aroounta involved aie latge. 

ha dbe woond wedk of January a detailed note of budget 
catatulea by major beada ia forwarded to govenunent. If 
any eneaa over a grant for die eurrent year is likely, elqia 
^ tedtiK to icgttlanae it The Fhianoe Dnurtment when 
it pcffiue iii faudggt nolai kaa mote rec e nt f^gmei thmi the 
depi^eli whkh icnittiii«d the budget eetiuMiee 

t vm Aftmtta XIV (R). 
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M vmufcuL ikmiiiiim*no}i in imiu 

«uiier. Hie budget aele ebowe ecbudi el fbe pwi»<wii 
fmtt badgiA eetunate* of tbe eunrent yeei*, Ihm^^ etidmatw 
of the enautog year, at propoted by the oontfoUing autbority 
aad die adminiaU’altve (^Ml1ln«lt and retnarka a^ explana* 
tkma on any points of importance. Neiw items are placed 
before tbe Finance Giinmittee sometime in December. Aieog 
with the budget notes demands for grants^ are pn^red for 
expenditure estimates which are votable. 

The cabinet collectively consider the estimates about 
the second week of January and tlteir decisions are noted 
by the Finance Department Ibis meeting is preceded by 
a meeting of the departmental secretaries. 

Budget Fubucations 

There is the Bimk of Civil Estimates, which is very 
detailed, and an accompanying memorandum which embodies 
the notes and explanations bearing on the estimates. 
Changes in taxation are revealed only in tlie budget speech 
adiich is printed and cirt'ulated to tbe members of tlie legis- 
lature. TTie three together give a fund of financial 
knowledge on which the student of finance and the legislator 
may work. But tlmre is need for a handy publication giv- 
ing the budget speech and summary tables and statements 
lor the guidance of the legislature and the public, somewhat 
flB the lines of **The Budget"* published by the Centnl 
Government. 

B. The CcfUrsl 

The vast sixe of the country and the large volume of 
tranaactions necessitate a large administrative machinery. 
What tlw diviaioas are to a province, the provinoea are to 
die whole country. lu die central orgaoiaation the 
Aocxmntant General, who is the principal auditor of a pro' 
vince, becomes at once a budgeting, accounting and amfitkig 
ofioer. Another peculiarity is the large departments with 
dwir orgpnisatioiis spread all over die country. Tbe reib 
ways have a aeparate budget devoted to dim sdudi is 

1. Vids lidow Ch. V. Bmd^ Drmmd SMfmnif. when dnamdi fw 
ftmto tisve heea ikalt si mam kairh. 
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cenaldemi before tbe general budget i» taken up. The 
railway budget udii<di is an annexed or auxUtary b^get ia 
dealt with in <diapter XIV. 

The systetn for the preparation of estimatai at the centre 
is tbe same as that in tbe provinces. Consequently only 
differences between the two and points of special importance 
are dealt with. 


BuiKiKTARV AcF.NClt:S 

Tbe Governor (^neral as the executive head of tbe 
Central Governmrtil, like the Governor in the province^ ta 
entrustfxi with tlie preparation of the annual financial slate* 
ment, the suppleinetitarv- estimates and the demand# for 
grants, and dieir submission to the legislature.* Ip this 
important task he is assisted by the Finance Meinlier pf hki 
muncil and the expert and experienced staff of the Finance*' 
Deparinient. 

The Governor General has the responsibility (which 
the Governors of the provinces have not) for safeguarding 
the financial stability and enrdit of the Federal f^vemment ; 
and for tlie efficient discharge of this special c'onstitutional 
responsibility he may, when the federation is established, 
appoint a Financial Adviser, whose advice will also be avail- 
able to the Federal Government upon any matter on which 
he is consulted. 

The Finance Memlicr, in the federation to come the 
Finance Minister, and his department are the ordinary 
guardian# of economy and financial stability ; and by the 
Kale# of Biuines# framed by the Coremor General are 
eutruated with all the financial business of the government 
and accorded a priority over other departments, Wbat is 
expected of the provincial Finance Department may surely 
he expected, and even more, from the Gmtral Finance 
Ih^rtment for it must set a high standard for the prorinees 
to onitale. 

*• s. M (I) awl s. aP 
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CeNOtAL SCHEtfC OF ESTIMATES 

Hie oitimates of t!ie Central GoTemment oomfuiae (a) 
die eatimatea of civil department*’ and territories adiniiib> 
tered direct by the Central Covemment^ (ir) ettimates of 
iMMKivil departmenls, namely, the Military, the Railway 
and the Post* and Telegraphs Department*, and (c) the eati* 
mates of the India Office and the High Cotnmissicmet for 
India in Ixmdon, also cAlled * Home Climates *. 

Civil estimates and estimates of territories directly 
administered by the centre as Baluchistan, Coorg and Delhi 
are prepared by the administrative officers, scrutinised by 
the local Accountant Oneral and then auiimitted to the 
Accountant General, Ontral Revenues, who consolidates die 
eatimatea. Agency subject* are diose administered for the 
oentre by the provinces ; and estimates of tht-se subjects are 
compiled by the Provincial Goveniment and submitted to 
die ccfllrc through the bxel Accountant (M*ncral. 

Estimate* of the Defence Services are prepared by the 
Financct Adviser, Military Finance, of Uie Kailway Depart- 
ment by the Financial Commissioner of die Railway Board, 
of the Posts and Telegraphs Department by the Financial 
Adviser, Posts and Telegraphs. These are dealt with in a 
subsequent chapter.*' 

The estimates of the India Office are compiled by the 
Accountant General, India Office, under the direction of the 
Secretary of State and the estimates of the Hiidb Commis- 
sioner** (Mbx by his Chief Accounting Officer. The estimates 
of die latter relate chiefly to the expenditure in England on 
behalf of the centre and the provinces, for he is die agent 
of these bodies. The estimates be sends are incorporated in 
(he central or provincial estimate*. The estimates of the 
India Office prepared by the Accountant General are 
aomtinised by the Finanoe Department of the India Office. 
The eiqpenditure of die India Office and die High Commia* 
Moner*s office is met from Indian revenuea. 

1. TiM k an d ft p k n met ** die Mititery. Bsilway sad Fbms aai 
TSIegnVhi OeasrtafMnts. 
t Vide €h XIV. 
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CivtL BuDcrr Estiiutbs 

Every iHuigeting eutlionty, aa in tlie provtnoes, it 
impreaaed at the atari with the neceaaity of lumping to the 
preacribed dates for the submission of eatimatea and of 
exercising all possible care in framing them, i^iga^ as in 
the provinces, estimates are framed in two parts, (i) stand- 
mg and («) fresh charges. Estimates of ‘ standing charges * 
are submitle<l in duplicate on fomis supplied by the Accoun- 
tant General, Central Kcvenues, so as to reatdi him and tha 
administrative department conceme<f by ISlIi October. 
Estimates of * fresh charges ' are also submitted to the 
administrative dcfiartment by the same date, if the)’ have 
rvot been submitted earlier in the year. 

All items fiefore iK’ing included in the budget must 
receive the sanction of Uie Ftruincc Departntenl, even new 
.proposals relating to charged exp«*nditure. ft is left to tiws 
Finance Department to decide whether it should authorise 
the inclusion of any provision in the estimates for some of 
the proposals relating to charged ex))enditure without 
obtaining the Standing Finance (^rnmiltee’s approval. 

The administrative department examines |>art (t) of 
the estimates and reports reduction in estimates of expendi- 
ture pro|K>sed by local officers direct to the Accountant 
(ieneral. Central Revenues, who is l»ound to incorporate such 
changes without question, as it is the administrative depart- 
ment that must justify estimates tiefure tlie Public AccounU 
Committee of the legislature. It is open to the Accountant 
General, Central Revenues, to bring to the notice of that 
department, however, any facts bearing on the reducUoiw. 
Rut, if the administrative department proposes addi- 
tions, then be reports them to the Finance Department lor 
sanction. Revenue estimates are prepared in the firat place 
f«y the heads of the different tax collecting agenciei e.g. the 
Collector of Customs and the CommissioiMr of Income-Tax. 
These departmental heads submit their climates to the 
AcootulMit General concerned, who submits them to the 
Fhanee Depertanott and die Central Board of Revenue. 
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Tbe Flnanoe DeiMitment do«i iwt criticiae the ej^Msndi* 
tare portion of pert (t) of the eetimatea. The Aocoontant 
GenereU Central Renrenoea, performa the acrutiny ; and <m!y 
if the adminiatrative department objects to the formal chanfea 
mini it addreaa tbe Finance Department, Work in connec- 
tion with standing chargee ie completed by the middle of 
Deoemher. 

Eatimates of fluctuating items are sent by tbe local 
officers to tlie administrative department for scrutiny by ISih 
October. Explanations of all increased provisions and im- 
portant variations, which are not justified by past actuals, 
muat be given. Tbe original estimates with the administra- 
tive department’s recommendation are sent to the Finance 
Department by the middle of Novemlwr. ITiis departmcait 
records its decision against each item. The Accountant 
Cenerai. Central Revenues, prepares die revised estimates 
of this part and calls attention to items of exoesa or 
inadeipiatc budgeting in his budget notes. 

The. administrative driiartinent submits fresh charges 
to the Finance Department for sanction, and, when that is 
obtained, prefMres a memorandum for the Standing Finance 
Committee, before whom new items are placed for approval. 
The memorandum before being submitted to the committee 
ordinarily has to lie scrutinised and accepted by the Finance 
Department. 

The best course, wbiidi is the usual manner of doii^^ 
things, U for the subordinate officers to sulimit proptnala for 
new expenditure throughout the year, in fact as soon as the 
neceasity arises or comes to notice. Then also subordinatr 
offioinrs mlanit to other departments direct such of their 
proposals for new expenditure as require to be considered 
f>y the latter, so that all consideration, financial and adminia- 
tntive, is completed in sufficient time to enable the 
meoifOjtandum for tbe Finance Committee to reach the Ftnanoe 
Dap^rhnent by IStfa November. 

Aihv itemt have been oonaidered hy dw Ftnaace Gam- 
mitiae ^ Haanee Department will oommuiucMB thoae adiidi 
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•K a f x pror e d to ^ Aecooirtont Geoenlt Central Rev em w ^ 
{m moorporatiM) in kU ooosoluiatod etUmetee. 

A« in the pMvincee revised estimetee are alio (Mrepared 
for the cttirent year and are ex|^ected to be a material factor 
in arriving at t^ eniuing year $ budget eitiniatoe. 

Consolidation and Rlvikw of Estimati3 

In the month of Deccmiier a foreca*! of probditle 
revenue and expenditure is made. It is based on the eati> 
mates of standing charges, which are ready by that time, 
and tbe seven-monthly report of the progren of the cummt 
year's budget 

The estimates are then consolidated and the atatemeiB 
of demands prepared. Tlie estimates in individual budgeto 
are consolidated, as in tbe provinces, in special * ct>mpila* 
turn ’ forms by major and minor heads generally. Further 
details fay sub-heads and detailed heads appear when necea* 
»ary for purposes of budget notes and demand slatenuRnla. 
The demand is also divided l>y circles’ owing to the largo 
area over which the grant may have to be spread. 

The budget notes form a review of the estimatea. The 
^<«oonUnt General, Central Revenues, prepares the budget 
rxiles on forms supplied by the Finance I^^partment ah^ 
the middle of Decemlier. A separate form is given for eads 
major head of revenue and expenditure. Budget notes era 
based on eight months’ actuals (nine for principal heads of 
revenue) and ar^ due lor submission to the Finance Depart* 
ment usually by 2181 January. The explanation under each 
head is drawn up in two parts, one for the revised estimate 
of the current year and the other for the budget e^imate of 
the ensuing year. 'The hrsi part deab with s oompariiun 
between tbe revised estimate for the current year and actnala 
of dm previous year, and also between revised and budget 
escinuites of the current year ; the second part deals with 
a comparison between the revised estimates of tbe current 
year and tbe budget estimates for the next year. The 

t' lots wUdb tbe whole coontry i* divided kr adsMaistvstiv* f ur fBSSS . 



wylMMitioM hive to be onnidele, no iinptwtial «r 

eeie nt ui l fieii but referring to no pei» dUsik. Iheie 
ejqdinitiofu* bive to be is amcise is u •oosibteat wkb die 
in view, vul, tbit the leisons fer ea» estimite sfaonbl 
be on record. Hie sctmls in the budget notes ire for the 
cirde is • whole. 

As only one edition is now resorted to in pUoe of the 
old preliminiry, first and second editions, the budget notes 
hive to be as complete as possible in the first instance. After 
11th February, the Finance Department is informed of 
ilteritions only of rupees one lakh or more undvr any 
individual major head. Estimates are also reviewed with 
refermee to nine montlis actuals. G>rrections are ineor- 
porated by the Finance Department at its discretion. 

Stanwnc Finance Committee 

Hiis is a committee of the I.egislative Assembly whid» 
■orutinises fresh charges before they are incorporated in 
tbe budget. It has ten elected members and one nominated 
member who is also the chairman. Tlie Finance Member 
may ilao refer iny new proposals for non-voted civil eiqien- 
ditnre for the purpose of getting advice thereon. He is not 
•t all bound by any advice or decision of the committee, yet 
it is unlikely that government will go to the legislature vdien 
a proposal has been turned down by the committee. Another 
ol the committee's functions is to scrutinise details of various 
estiinales placed before the assembly. This function, akin to 
dmt of the Esliroates Committee of the House of Conunoos, 
hi however not exercised. 

1. For dtiitutatian it it nccr^rr to know the individiaJ b o d g e u Itot 
coatribnted to the miattont; to for thit purpotc booked sctmlt 
SIS amtyted month by month, snd (v bodeets and accoipita. It is 
tliiB an eaty matter to oorrert ex{>laiiatiant by a refereoor to Uwte 
BOWa. For tbe purpote of analytit of actnait (cither for budaet 
mtea or na-motiuily ettimat et ) there is a clastified alnlract. The 
•ebnlt rteorded in the detail bookt onder each naior and tniiwr 
luiri ior nceiiNs and onder minor heads only bw expendilorr 
wt nnatysed month hr month for co m y aritiiii witb the oorraocmdte 
aOMs the ttrevtoot yw. Rcatont ^ lane variatkna co auiafOB 
wijh llu iMTQiMirtiooate cstonate nd previout yean dpona are writMM 
OR Ills iwarea 
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BtmcBT Deiukd STATEMtrrrs 

Expeoditiure ettimates are put in tlie foim of domandi 
for grai^ wlien submitted for l^^isistive Mnctkni. Henoe 
indy votabJe hems fo to make up the demand statements^ 
Tb«^ statements* have three parts : (t) statement of tbs 
total amount required, (U) details by suMieads under which 
the grant will be accounted for by the department conciemed 
(where a grant has to be accounteii for in diflferent circles 
this part is divided into IIA and IIB, the latter showing 
the distribution of the grant by circles of account), and (iu) 
detailed estimates under each suh-head divideil into ileroa. 
The preparation'^ of these slatcnienis from materials obtained 

1 Vitle Apjicrolijc XIII Th<- lUtrnirtitt form llir tniltal Iomi (itiw 
which the InKlget w‘»rk lUru anil RCt» nimiiitdalrtl 

2 Some n( the instructumi (itr the prefuiratitiii »1 Orntanti StalcitwnU 
maj' be noleii. (i) IVtaiU i<( each ileniand are RtiHiiierf under 
■ub-iiracU. Kub'heaili apj>earmit in the fUtnk ni Demand* (r»r the 
jreai are the lub head* pre«cnhed by llie I'lnaiirr Detairtmrni (or 
the irear. Any rlunnet m *ub head* thij*i rei-cive it* fornul approval. 
Sub-tieadi iwjperative for three year* are deirteil anri retjuire formal 
HUKtion for renewal (i*> Tliere are four uJuinn* fivina >au 
year's actual*, btKlart ami rcv>»eil liRure* (or tltc current year, and 
budget estimate* for the next year iui) Detail* of itrength and 
rates of pay are gireit niify fur (>«»»t» mi kt. 750 per men 
lein and aho*T. (if) There are two loliimn* fur ttrrngth. 
one for tfw number at tl>e ttiw of preiuniiR ilw current budget anrI the 
other the next year'* hiKlaet (t) New item* aiKl fresh reeurrtng 
charges accepted hy the Frruru-e Committee dtintig the current year 
for arhirh a supplementary grant lu* not Item idnained, and whidi 
are appearing for the fir*t time, arc printeil m thtek type (idf 
Footnote* very briefly describing live neteisily iin new prapawab 
of expenditure and all large variati'ins in esiimate* of the ronring 
year as compared with the cuirein year are given (ts») Charged 
Mems are showm in italic* (:sii) A rc*erve. if any. i» sliown as 
a distinct sub-head, a note in llie estimate being made to disttneoiah 
a provision for a speolic tclieme from a lump turn altottcii for 
unseen coniingcTK-ir* and it it alto mdirated at whose 

the reserve is [UaenL fix) “Pay ol Officer*" is *hnwn se|iaratdr 
frost* “Pay of Establishment." lx) Ihftnbutiim of totals 1 * staa* 
u they agree with totals of detail* ami totals of charged and 
voted items. Totals in the Ahstrart* in Part 11 agree sab- 
head bp tub-bead with total* cd corrrspriodiiig sub-head* in Part 111. 
An fiftnes are ia thousands, (xi) Combined cvtaMtshment*. the 
ohgrgca of which are dutributed b e t wee n the centre and the provinoes 
or b et w e en two central d^artments are shown li| fall in one place 
and pQstkuM re cov erable are shown as " Est^ishmcnt chargm 
•acoauped frooi govemmeot, department, esc." fxM) Staifancfita 
ata arennspahitd tqr ccaiqdete lists shosring (a) new items, and ibf att 
tnA ractarriaw tten» accepted by the Finance Coswiiiitee dorhif the year 
■W—ring iar the fir« tinsr. 
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in indivulttai bodfet cttisuitei b taken up by das Aco onnlao t 
General* Central ReveniMa, before preparation of die budget 
nelea. Skeleton form* are aupplied by the Fiiianoe Depart* 
ment. The atatemem of demands gives explanations all 
impoftant variations of the next year's estimates as oon* 
panxl srith the revised and budget fstimates for the current 
year and the actual figures for the year that is com|deted, 
and of special items of expenditure included in it llie 
Finance Department invites the assistance of the adminiatra* 
tive departments in drafting explanations and endeavoora 
to show them their respective portions, in the final form, a 
week before the demands are presented to the legislature. 

Demand statements are then submitted to the Finance 
Department along with the budget notes. In fact the budget 
alaR of the oflice of Ute Accountant General, Central 
Revenues, is deputed* to work in the Finamv! Department, a 
few being deputed to the Crown Finance Department, from 
die last week of January to tlie first week of March. Here 
demand statements are completed and agreed wtdi budget 
notes, and figures arc rounded. 

Conclusion 

The budget is considerctl by the government collectively 
in the second week of January apd their decisions are noted 
by the Finance Department. 

ITie estimates at the centre are in four books : the Gvil 
Rud^el Estimates and tlie Estimates of the Defence Services, 
the Railways and the Posts and Telegraphs. The detnamls 
are put together in one compilation called the ' Demanda for 
f^anta *. There is also a very useful publication of die 
Central Government called The Rodgef. In this are 
given die speeches introducing the gsne^ and the railway 

1. For the extra work wiiich devoltre* upon the Fiixmce OnarttBao* 
tinriiia the badfct •exron. aMa have to dc drafted fnMa oieMe. Hie 
iMpt coRvenicni arrana<*nenl i« to get a loan of aeweral ■eiistawti 
fftini the carremondina acouantiiia organuatiaa, e.^froai the Accoas- 
<Sat Ommni, Omtral Reverwe*. for the Central Fiaam Defartant 
an4 the Oowa Fkmaae Dcfw/tnieal. and iraa the seoeto c iai 
Ammnlaat General for the itronnciU Fhaaoe DasartmenL 
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biuigel* to tbe tin> bousm of ^ kfidaliire, oonveiiMiil 
ittuABurko and table* and explanatory memoranda on dbeai. 
At pretent this it die only publication ibat it ^tt and bandy 
looufdi for pemsal by the membert of tbe legialature and 
ity tbe public >dH> have neither die time nor ^ intereat to 
fK> into detaila. 



CHAFTEil VI 


THE BUDGET AND THE LECISUTURE 

Wsm the eitinuitM are finally decided upon by tfae 
eseottive, they are printed and presented to the le^ 
laUtre. It is a constitutional privilege of both homes of 
dw legtsiature to receive the annual and, if required, the' 
Bopplementary estimates. The importance attached to the 
budget it evident from the fact that a special session of 
the legislature is convened for the purpose of discuwing 
and voting it. 

As was pointed out in chapter 111 the executives in 
India, both at the centre and in the provinces, have a large 
ahanii in determining the budget. Their powers are mid- 
way between full authorisation of the budget as in die 
•Utoeratic countries and limited determination as in the 
donooratic countries. To recapitulate briefly, first, not the 
whole budget is subject to the vote td the legislaturea ; in 
fiul at the centre about four-fifths and in the provinces 
about one-aixth of the expenditure is non-votable. Besides 
die Governor General and tfae Govemors have the power 
to indude in tfae budget sums which are necessary for die 
disduurge of their special responsibilities. Then again, 
with regard to matters within the vote of the legislatures, 
thaw is the constitutional provision, very necessary to pre- 
vent ahusea, that the executive must recommend every 
financial measure and that a legislative chamber may 
aaaent to, refuse or reduce but never increase such a 
Bwasnie. in addition the Governor General possesses the 
powi^ of certification ; and the Govemors the power of dts- 
aoindon, uhich, unle» the matters under diacnaskm are 
anrtowa, ia suAcient to compel party members to fall into 
liiie srith miQurterial wuhes. 

duee well-defined itagea dinra|hi whkh dm 
before it is fully andiortsed Iw being put 
Tbe.fixal ia die snbretiaiaB el dtw baMlpt 
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to the b^giiliilttFe iriucli» m wu mhI in a prwruMU diaptar, 
oimlit to be dnunatic enou^ to route publio eatbuiiaan on 
and atinolate poUk ditcutaion of the budget The aeoond 
it the ditcutaioci and voting of the detnaads lor gnutta. 
followed by a final and forma) authorisation of jpwda ond 
sf^ropriations for the year by the Governor Gmeral or 
Governor in a tdiedule of auth^ticated expenditure. Tbhi 
stage refers to the sanctioning of the expenditure side of 
the bttdg^ Lastly comes the discussion and voting id 
finaime bills or the sanctioning of the revenue side of the 
budget. 

ScBMUStON OF THE BuDCET 

The budget at the centre it intrmluced in the Assembly 
by the Finance Member and in the G>uncil of State by tlm 
Financial Secretar)- ; in the provinces by the Finance 
Minister in both houses. Budgets in India are usually 
presented to the legislature during the month of February. 

The budget speech of the Finance Member is care* 
fully prepared, for it outlines the financial policy of the 
Koveratnent After a short introduction, in which he tries 
to put the house in good humour towards hint, the Finance 
Member plunges into the subject proper and begins a 
levirw of the year that is completed. The Audit Report 
has been with the members for some time past and so he 
does not tarry long ; with a few remarks he brings hia 
review of that year to a close. 

Tbe next topic is a review, as far as currtuit actuals 
and revised estimates will allow, of the budgt^ of the 
current year. The Finance Member gives die revised 
esttmtfes of income as well as of expenditure and the 
results expected. The increases or decreases in the chiel 
rovenue beads as customs, excise and income-tax snd in 
tbe large items of exp^iditure as defence s e rvices, civil 
estimates and interest charges are accounted for and 
evpieined. The results of the Posts sod Tefegrephs Depart- 
aMOi sddek is worked as a quasi-commerctal depsftment 
aro aiimys ipvea. the net remits of moome and eaqpoip 
dims an ihm ghron, wife remarks apen feu mam . 
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Tbe liiinl topic*~tiioi9 ttmi dw liit ii dw 

IndgM lor dw ana ymx. Tae revemw «qpeeledl aador 
differant lie«ds and ti^ «q;MDditttre likely to be ineufied 
on delmoe, interMt chargM end <^lier Urge toena ete 
Mudyied, and ^ poeiUon at tbe end of tbe year atrack. If 
a deficit w expected member* of the house know that 
fibangea in taxation are likely. If a surplus, everycme is 
imxioiia to know whether any redaction in taxaticm will be 
HMidered. 

C^Then the Finance Memtier digresses on the ways and 
msam position for the current year and the expected 
reqmrements of the following year. Here he outlines the 
bpmwing or repayment or conversion policy arith rc^rd 
fo loans and existing securities, <|eaU briefly with sterling 
j^lnlities, gives the position, current arul expected, of post 
alUw cash certificates and savings bank deposits, and lastly 
aamouncMe the government policy as regards treasury bills, 
beaidea giving the outstanding amount to date. 

Now comes the most interesting item, for which the 
members have lieen waiting all the time — proposals for the 
wnd year regarding increuars or decreases in taxation. A 
Ftnanoe Member wlio r4in reduce taxation is cteered 
hutily. If, however there is an increase opposititm usually 
begina to flare in the faces of members. Having made 
Am important announcements the Fiaanoe Member 
ipikkiy draara his speech to a close. Soon after the speech, 
he introdueea die Finance Bill with all tbe neoeasary 
achndiilni 

The Preas takes no time to reUy the hudgce speech 
and wMiin twenty dour hours public discuaaimi centres 
nwmd it 

Togethm wiA the budget ^eeob the membera gel 
manmafy budget alatenienta of revenue and expenditme 
to revenue, of reompla and diAaraemento el dm 
(UrmiuiMBt, followed by («) a italaiiem of 
e ete wM b (fi) a malement of expendhue charged to nvmmfti 
end (e> « •tatonont of ioc ei |i to and dMbur aemartfc Tim 



m 


•woidi Ml «l i»iwnaMM» is aacNte deisti«d tbra dm first. 
Umbm is slso s kng soqpUastory memonundMit oa rsMsms 
•od ex|»eaditttre Mliitisies, interest psyments* wsys sad 
flaesm estunstes, and other items of iroportuioe. Vink sets 
•nd the roenmrsnduin are mdudecl in s publkatiim osUed 
‘ The \ More detailed iniormsUcHi it found in the 

Book of intimates tmuied in four parts and in the comptis* 
tioa csffed the ‘fXamands for f*ran(8 of which wc fuivc? 
j^Mdcen in the previous chapter. 

The speech of the Financial Secretary in the CounoU 
of State follows the same lines as tliat of the Finanoe 
Memher ; only it is brief and usually more statialical. 
The Financial Secretary tries to supplement the mforma* 
tion given in the Assembly. Often Uie same informatton 
is put in a different way, so as to give another picture of 
the same facts — a good way of bringing home to the public 
the full import of any point. 

The railway budget is also introduced sometime in 
February and before the general budget by the Commeroe 
Memher^ in the Assembly and by the Ciiief Comm'mumer 
of the Railway Board in tlie Omncil of Stale. Their 
speeches mutatis mutandis are similar to the two speeches 

{ iven above, special stress being laid on (upital expenditure, 
n the federation that is contemplated the railway author* 
itiea are given autonomy and the railway budget will tbM 
aot be aoh/ecr to iegtaiaUve control. Tbe budget speeches, 
with the Iwdget as introduced and as adopb^ together 
with the aummary statements and explanatory memonuBda* 
are included in ‘The Budget', a puhlicatioo referred lo 
above. 

In the provinces the Finance Minister's budget epeedh 
is delivered in the Legislative Assembly and the preaatta* 
tkm b the Le^slative Gntncil is a very formal affair, 
the fusn ol the speseth follows the usual pattern — a review 
vi die a^iul reaults of the previous year, ol the revised 
M tiwM i, tw of die correat year, the hu<^ estimates of the 

1. Siant lb craeiaa d ib W« Triamott OcfMiawat b (b asmbr 
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Bttliog y«ir» die wiys and memt progr amm e of dm 
e m te mt tiie next year, new acbemea or potieiea te Im 
I nMalei} in tbe next year and laatly taxatkm ptopoeak ta 
balenee die IntdgeL 


DtscuasioK AND Voting or Crania 


Hk) procedure in the provincea and at the centre hir 
die diacuMion and voting of grant* i* esaentially the name. 
A wedt after the budget i» introduced^ — no discuMitm taJces 
place on the day on which it is presented — the Ic^ialatiue 
initiates what is called the general discussion on the 
eatimatea, which lasts from two to four days. The Got* 
ernor General and the Governor have the power to frame 
rolea for tbe chamlient on certain matters mentioned in dw 
Act* one of which is to see that financial businesa u 
completed in time. 


The general diM'ussion is intended to provide for 
eridciam of the annual financial statement as a whole, not 

r ific eMimates which will come up for discussion when 
tkanands for grants are introduced nor specific revenue 
metaurea which will be considered when the finance bill M 
taken up. The general discussion may range ovfu- any 
aubject (excepting certain items‘), that has any relation 
to the eatimales ; it ought, however, to centre round the 
general financial plan of the government for the following 
year, and the general taxation and expenditure polkaea. 
ft enables members to diacuaa revenue eatimaU^ non* 
votable expenditure and the ways and means programme 
el die government. What happens often is that apedal 
poinis are singled out for a poiitkal attack by a party or 
individual and hammered at, so that the general ducumion 
k a wame of time, specially if that item will come np lor 
^jfacnaatew later. The diacusskm also serves as a poininr 
In fovemmem, giving it an idea as to how die bodgel 
pom will be d^t with in subaequent stagea. 

1. Item vMdi nisr is the ssluics at At Gostmer Gaiwal iwdt OsV' 

to their r M sea h v oActs sodl sasis 
jHvsHi hratS ccntvW ivwshsi on aeeatat of the eswssm 4)f 





TVl SmOKt ARB TBS UttBLATtU lit 

fBiftnoe Miniiter or Member bee die riid** of lefily ; ami to 
wm over tbe home mtially promuee to eee that ^rd omee 
raealtii^ from taxation will lecure relief or that partkiUar 
exfMaMiitaTe will be carefully considered or else makea a 
vtforous plea for the particular policies initiated by the 
f(oveniiiienL 

In India the general discussitm over, the demands for 
grants are taken up. Demarula refer only to votable hena. 
Items charged on the revenues may only be debated, save 
regarding matters nientiom^d above, but not voted upon. 
Kven tbe debate on them in restricted to the general discussion 
stage, as the schedule of authenticated expenditure whtdk 
includes these appropriations can neither be discusaed nor 
voted. 

Demands are at present only presented to dw 
legislative assemblies, the upper houses having no power to 
deal with them at all. In the federation to mme, the 
tiouncil of Stale will have almost co-ordinate financial 
powers with the lower house, which alone, however, will have 
the right to initiate momry measures. 

Demands for grants* are made in respect of expeo* 
diture not charged on the revenues. No definition of tbe 
term expenditure has lieen given either in the Act or the 
i.egislaLive Rules. In practice, it has l>een taken to cover 
(o) what is tedmically called ‘expenditure’ in the pubUe 
accounts, including capital expenditure incurred from 
borrowed funds and (6) certain dlshursementa under die 
debt bead * Loans and Advances ’ but not under other ddil 
heads. It does not cover disbursements under deposit and 
remittanro heads. 

Every demand for a grant is introduced by the mem* 
her or minister in charge in the following words : 

** That a sum not exceeding Rm he grmied 

to the {Governor General or Governor) to defray Ae 
ckarge which wiU come in the eoarte of paymmt 

dtikng the year ending Mardi, 19 in retpeet of 

(Midget of demand) **. 

1. vii» Ck V, Drmml Smtrnma aad AnmHin XIIL 
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Hie p eect iee of wecat i to nwoBuneadatMMt •• wu eeeo 
■Iwww pMemee Imdselary bobnce by pcefveiitiim irracpne- 
■ila ecliofi oo the part of tadividital member* tulifteii wevU 
ooly lemk to eatravaipuMe or waatekil expendtlove. Sodi 
a imctioe alao he}|M individual members, as odimwiae diqr 
are sure to have importunate demands made on them by 
dwtr oonstituents. If initiative is granted to members of 
iw legtalature, then the most active and the moat noisy and 
not the mtM deserving wiU benefit by its use. 

In submitting the demand the minister reviews the 
mark done by the department during the year and states 
the policy for the current year. The speech is almost 
ahrayt political, seldom financial. 

There is clearly no chance to go throu^ all die 
demands as the time available is very limited — from eight 
to twelve days generally. Again not more than two dajhs 
nwy be taken up for each demand. Hence the OpposiUon 
eboose die demands they want to debate and government 
agree to have them discussed more fully than others. At 
end of the time allotted for a demand every <{uestkMi is 
put to the vote and the demand dispoiited of. On the last day 
all matters relating to demands not yet disposed of are put 
to the vote-, whether debated or not. Hence every year a 
large portion of the demands goes ondiscamed. 

The Assembly may reduce or reject a demand but 
my not increase it If the legislature desires an inetease 
it must pass a resolution reoe an roending such action to Ae 
Govmaor or Governor General. But such resolutions do 
not form part of the budget discussion and procedure, and 
Aerefote must be moved on separate days allotted lor Ae 
purpoae. 

RedtKtKNM in demands are made to ^eet economy or 
to oensuie the govemment or to elicit tnfmmatkm on 
p(|Httio|lar points. A demand is redneed by a token eto of 
n*il|l|lo if the Ajecf is. to eoBsure Ae go v em ment, and of a 
ftAAiHi rupees if it is to disettss Ae demand mmd^» 
BhniiiM itr ift mJwwrf to Aib noKirad * at laiifltoi 
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1 ^ 

aHugedurr. Tobai cuts nuie polidcdl ntiier dun fiiiMwwl 
mum ; and are tned as a meaiu to discuai the partknhur 
poikjr comecled with the demands under dMadderatton. 
U die fovenmienft's answer is unsatisfactory, the cut is 
lireased to a division. Otherwise, and very g^rally, it is 
withdrawn. On the question of reduction practice varies. 
In some provinces a reduction only in the total anuMint IS 
permitted ; in other provinces reduction on a particular 
iiesn or items is allowed. 

ScHEDliLE OK AtTHEiVTICATliD EXPENDITURE 

When the demands for grants have been passed by the 
lA^gislative Assembly they are sent to the Governor General 
or Governor who incorporates them into what is called an 
* authenticated schedule ' in which he nmy restore demands 
to their original figures, if he considers such restoration 
necessary to the discharge of his special responsibilities. 
The authenticated schedule of authorised expenditure, 
therefore, includes (t) grants made by the chamber or 
duunbers, (ii) sums required to meet expenditure charged 
on the revenues^ which sums cannot exceed the original 
ctUmate*, and ftii) grants restored as being necessary for 
the discharge of special responsibilities. Amounts in the 
second category are technically called ' appropriations ’ to 
distinguish them from grants. 

1- EspoMiitiiK charged on proviiKial revoux* i» a* foUowt 

(a) the ulanr and allowances o( the Goermor and ether e sy nidi tur t 
reiatme to his oflke for which pronsion is required to he aiade 
hr an Order in Council ; 

(h) debt charge* lor whurh the Province is liable, incladiiu Interest, 
stnldtu charges and redemfitjon charges, and other ei^tn* 
thtnre rclatiiw to the raising ol kjaos aod the scrrice and 
e edrsw |ieion os debt i 

(r) the salarica and allowances of miauttrt, and of the advocate 
feaeral ; 

Ot) expenditsire in respect of the salaries and allowances of indges 
af SRr High Court; 

(r) ta q tend i t u rc connected with the adnunistraliaD of anjr areas ssldch 
arc for the tune besag cacluded arena; 

(/) «ur saw iwiaHed to sattsfy toy i adginn i t, decree or asretd oi 
ma eoHft or sthitral trdMnal; 

<f > lur n fhir iiMjiiiwIif ti dedared bgrlhisActatMirActofthc 



m 


iSMAftCUL AOMniWnATlON tN IMMa 


Tkk Attdientkated sdiedule it laid belmre bodk 
dumbert but is ocrt open to diwnaiitni. Subjeet to tiie 
•auction of rappleineiit^ grants, diis sidieduk {nrovide* 
tbe aole legal authority for expenditure from revenoes, and 
hence tml^ an item is included in this schedule no sum 
can legally be spent on it. 

In India there is no Appropriation Act as in mort 
countries. The autlienticated schedule of autboriaed 
expenditure takes the place of such an Act. A point to 
be noted is that the schedule is completed and published 
before the commencement of the financial year. In England 

Pr<i«ind«} to be t« rtiarerd. — V’ide S. 78 (j|. 

ElUienditurc chanted on the cnttral rrvmnri i« u fnllowi ; — 

(s) The Miary and allowancr^ **( il«- (kivrrnor Oncral and other 
cxpenditutT* rrlaiina in bit oftirr tor which pruvition it requiral 
to be nunh by an Orilrr in Council ; 

(hj debt cliarRc* (or which the KetJeratioo ii liaWf, including intemt 
•inkittR (uihI cli^rRCt and rcd<-in;>(ii>n rliargrx. and oilier 
eatwtwlitutr rrUiiiiR tu ttic raiMiig ui hwiu and the lerrioe and 
reoemtHitiii <>( debt ; 

(f) the ialariet ami allowancct (W tnmittert, trf entmtellora, ot the 
tiiiaiKial adviter, o( the advivatc arneral, oi duet cummiaaMMcra. 
and of the staff of tlic financial adciier; 

(d) (hr salaries allowances, amt pensions {Ayahle to or in ra^eGt of 
iodgea of tfie i-rdcriil Court, and the pmiiuiu payable to or in 
respect c*l judges ol any High C«Jurt. 

(e) expenditure lor the purpose of the discharge by the Genre mor 
General of liii (unctiutu with respect to defence and ecctcsisstical 
•Bairs. Ids (micttons with respect to external affairs in so far 
W he is by ur under tius Act required in the exercise thereof 
to art in his discretion, his funrthitu in or in relation to tribai 
areas and his (unctions in relation to the adminisiratioR of ai^ 
territory in the direction and control of which be is taider UiM 
Act required to act in his discretion ; provided that the suni_ so 
duTged in any year in respect oi expenditure on nodes'uis tkal 
affairs shall not exceed forty-two laUn of rupees, exdatm of 
pouian diarges ; 

(/) the Mtnis payable to His Majesty under this Act out of the mmsses 
of tbe F*«ration in respect of the expenses iiKurred in dit- 
t ha rgi w g the {imctiuns ol the Crown in its relatiant arith ladisa 
$»»** ; 

(f) any grants (or pstrposes connected with the adnamstration ^ 
any areas in a Province which are for the dme bcang cxdaded 
waat ; 

fA) any awn requited to satisfy any judgment, decree or ««Ufd 
•ny court or aibural tribonal ; 

(i) any utbar expendbnre dedaied by tbb Act or toy Act of lk* 
Padtnd Uf^ttoare to be ao cbuigod— VUe & 31 (3K 



die Apfmiiratton Act is passed sometiiDe in Ax^iuU edien 
dw new fiunciel year is well under way. 

SuPPLKMENTART ASH ToKEN DeMANM 

If during the course of the year expenditure under any 
grant has exceeded the amount specifi^ in the schedul^ 
then steps are teJcen by the executive to secure supplement 
***y grants. Supplementary grants, the procedure for 
which is the same as for die annual demands, are also taken 
up during the budget session and must be passed before 
die end of the financial year. 

But a supplementary demand is sometimes moved not 
to secure an extra provision of funds for expenditure hut 
to bring all items, which are outside the scope of a demand 
or which have special inipurlaiuT, lo the notice oi the 
legislature and obtain its funnal approval. In such cases 
the demand is moved for a nominal amount, say a rupee, 
in order to initiate discussion on it ; and in a separate 
otatement it is shown how the balance will be met. hurii a 
demand is called a token demand and is a common feature 
of budgetary practice in India. 

Voting of Taxes 

‘nw finance bill in introduced after tlie budget speedi. 
The bill has two features : it includes all the taxation 
propoaala of government for the year and contains taxes, 
if any, which must be voted every year. The first feature 
facilitatea discussion, enables members to focus their 
attentioo on the financial position of the country and saves 
tune as otherwise three, four or five separate bills will msed 
to be btroduced. The second feature forces the executive 
to summem the legisbture at least once a year, as mbenrise 
thm will not be suffidmt income to defray expenditure. 
It is also one way of symbolising the legislahire*s control 
of dw pozae. However, b India, only at the centre, does 
^ seoMBd pnetke prevail, for the salt tax, postage and 
®*ooin©4ax xales are voted annually. 



Tlie finanoe IrfU doc» not indttde the whoh} achone for 
• pertWlar tax. That is osoally aettied hy a sepaurale 
hiu ; all that the finance bill seeks to do is to vary Uie 
raU»s so as to balance expenditure. This method also gives 
soAcient elasticity to the tax structure of tlw otnintiy. 

Now the finance bill, like all other hills, takes time to 
be passed* for there are the usual staftes to be gone throagh. 
But in the interval lietwemi the introduction and die passing 
of the bill, when changes in customs or excise duties ate 
proposed, the government may stand to lose by die 
clearance of goods through the customs or the removal of 
goods from bond. Hrncc the IVo^isionai Collection of 
Taxes Act was passed in 101 't for the centre to allow the 
executive to collect taxes at the new provisional rales dur* 
ing the interval. That is to say, tlie Finance Act can 
be given retrospective effect for a period of 60 days. If 
die Act is not passed within thi.s time, or is passed only in 
a modified form, the excess duty rollet'iH has to be 
refunded. With the development uf indirect taxatitm in 
die provinces such Acts may become necessary for them. 
Botnbay already has such an Art. The pror^ure for a 
finance bill is the same as that for any other bill and tbere> 
fore need not be described here. 


Lkcislative Committees 

It is usual for the legislature to examine the eatimatea 
first diFough one of its committees. In India, however, 
die legislative committee system is not developed, ao far 
at budgetary procedure is concerned. There is no Esd- 
males Gmimittee as in England or an Appro(niatMiaa 
Gonmuttee as in the U.S.A. At the centre in India diete 
la a Standing Finance Committee of the ooitral legialatiire 
whidh eadsti lor die purpoae of examining new itema aiMl 
demands iut aupplCTientary grants and for senrtiniMng 
detaill el various oAimates which are placed before dm 
AMBiddy for their vole. Ordinarily, however, dm fmeime 
lU tt i har leffoa to the eoenmittee any new propenb lor 
iMMi>veiBd expendiinre ea wdl vridi ihtt eh|e«!k «C 



o l wiwif lit xim tlierecm. Defanc^ 
iMMawver it endadod. 

To «cruUiti«e C!*ttnwte« in deuil roquiret intellifmoe 
as well as ^teclal and technical knowledge ; and hence die 
need to have men of high calibre on the committee^ The 
Finance G>mmiUee can question the propriety of expeodt* 
tare, call for explanations, and suggest economies. Ului 
the Estimates Committee in England, the F'inanre Com- 
mittee is a purely advisctry iiody, whose rrcommendattons 
government may accept or reject, Tlve final responaihtUtjr 
for all expenditure rest/i with the goveminimt. In the pm* 
vinoes the FinamT Committees are purely advisory and 
give their advit'e on such matters as the Finance Minister 
may choose to pla^v: Iwfore them. Suggestions made to 
introduce an F^timates C«>mminee in India are discussed 
at length in chapter X. 

There is no committee of the whole house for supfdy 
and ways and means as in the House of Commons. The 
whole house is presented with the budget and demands 
for grants. \n»en these demands are voted, the executive 
gets its appropriations, lltere is also no formality of 
gathering up all the demands into an Appropriation Act 
to be considered again by the house. New taxation or 
changes in taxation are cnilKidif-d in the finance bill which 
is introduced immediately after the budget speech in dm 
lower house. 

PerhafM for simplicity and directness the prooedtifo 
in the Indian legislatures is one of the best devised. Thmw 
is no laborious procedure as in i^gland, where it haa 
come down as an interesting historical relic. As die 
c h a m bers may not increase demands or taxes, they are free 
from the unseemly and corrupt practices of * po^ barrel * 
and * log rolling ’ seen wherever the legislatures have die 
power to frame* if they so desire, their own estimates. 

the Ptdilic Accounts Gnamittee is another of dhe 
enmmittoes of die legislatare, and both in the proving 
ami aA the centre has done good work. Ihe co mditai iom 
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•od Iwietiom of tlii» onsoiiltee Are dealt %ritli in dbn|ilM X* 
Tlie pan plajred by the kgialature in financial eonlrnl 
and in promoting {mblic economy is conaidmed at lei^A 
ta dbap^ X. Hmce all criticinn on the diacnsaion and 
voting of the budget has been left over to be dealt widi in 
that chapter. 



CHAPTER vrr 


THE BUDGET IN EXECUTION 

Wbcn the legislature has voted the demands lor granla, 
and the Governor General or the Governor has ineluded 
them together with appropriations for expenditure chaqpid 
on the rcfvenues in a s^edule of authenticated expmiditure, 
and further when the legislature has sanctioned the neemt* 
sary Finance Act, then the exwulive has the field clear to 
commence its operations from the start of the new financial 
year. In India both revenue and expenditure are very 
advantageously considered togctlicr, and measures 
pertaining to both authorised before being carried out. 

The operations of U»e executive will lie ctmsidcred 
under two main heads — collection of revenue and expen- 
diture ; and then by way of conclusion tlie balancing of tlir 
two at the end of the financial year, to find out if the 
budgetary balance has liecn successfully maintained. 

For the manifold tasks the executive has to perform 
in connection with the budget it is assisted by a large adminis- 
trative organisation which is highly centralised. The final 
authority in all financial matters is the exci^utive ; but it is 
the special function of Uie Finance De(>artmrnt to look after 
expenditure and revenue generally, and all the fiiuncial 
wozh of the government. Such centralisation, we have seen 
in a previous diapter, is a significant factor for the exercise 
of financial control. 

A. CoflectioD of Icvcaae 

Money has to be got in before it is spent Hence the 
tropoilaiice of an ^ient collection of revenue. Hiou^ 
an unpleasant task it u essential, end therefore must m 
carried out with much tact and adroitness. Therefore also, 
the adniliiiitralive madbbery most be adequate for the 
pvipoae and functioa on a sound system. The recent duuigei 
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te ^ loeome'Tcx Depulnent have Aowb tlMt 
Hmhiitfratbn meaiu more rcTciiua. 

Money cxiUected goes into die public account,* not even 
espaoMw of the department conceni^ being taken in rediie< 
tkn of it, as all estimate* in India are groaa eatimatea. 
Revenue i* sent to the treasury or the Ba^^ aa soon ns 
possible after collection, and then brought into the treasory 
aooounta. 

Coilectitm is in most countries entrusted to the Finanee 
Department, on tlie principle that the agency which knows 
the difficrullie* of gathering in revenue is ^st fitted to enforce 
economy in die otlier departments. In India, it was pointed 
out in ^laptcr IV, the system at the centre diffem from that 
in the provinces. At tlie centre the different revenue old* 
lediag agencies arc closely associated with the Finance 
Department and under its dire<'t suitcrvision. In the pro* 
vinces separate Revenue Departments are entrusted with the 
revenue functions. Tliere is no doubt some control ia 
exercised by the F'iname Department particularly where 
questions of retimiuishing revenue are concerned ; but die 
l^venue Department is not directly subordiiuite to die 
Finance Department 

The collection of revenue at the centre is the function 
of the Central Board of Revenue, just as in England there 
ii die Board of Inland Revenue for direct taxes and the 
Board of Customs and Excise. The Central Board of 
Revenue forms part of the Finance Department ai^ the 
two monhers of the Board enjoy the status of Joint Secre* 
taries to Government We mipht consider the Board aa a 
auh>dtvkion of the Finance Department entrusted widi die 
talk of supervising and settling all problems conneded vnlh 
dbe collection of revenue. 

CcNTXAL BoAJtD OF RxVENVB 

Dm Board omsids of two memhers, a Secretary and 
an Aanatam Secretary, and has a large and qualified alaff 

1. Vide Ch IX. P^’fUs mml MrUMi 

2, 'V. tlw PMcrvr Banlk of ladb or its aaoS. The tn iad ifi ai Bsalt ,st 

iMga Vhh Ck. xn, 



far db fadn taqioied on it It deob wiiii cmlMmi oembl 
rxdte, Mlt and mcooMMax and far BOMific jMroblena may 
have adriaen to aMtst it e.g. the inoome-Tax Adriaen* 
Departnaart, which was specially constituted to deal wib 
proems arising from the recoit amendments to die InooRie* 
Tax Act The Board acts in a two>fold capacity : it ta the 
chief revenue autliorily of the Government of India, it ia 
also an appellate tribunal in revenue matters. The Board 
was constituted to centralise the administration of die 
various revenue departments of the government, to effect 
economy, and most of all to enable the Finance Department 
to be in close touch with the rollection of revenue, the flue* 
toations in receipts and their causes, and the probable trenda 
of revenue. The (Tianrellor of the Exche(|uer in England 
has easy access to hnanciai information, because be is in 
close toudi with the chairmen of the Boards of Inland Revo> 
nue and of Customs and Excise, lliis contact gives him 
the opportunity to know the defects in revenue laws or in 
(he administration of die revenue departments and to exercise 
his authority directly, promptly ami effectiveiv. In such 
a large country as India there is even more need for a central 
organisatirm which will furnish such information to the 
Finance Member. The Central Board of Revenue Mtisfiee 
this need. 

However the Board does not directly colled the revenue ; 
that is left to separate organisations. It sometimes happens 
that the same organisation may collect two or more taxea, 
e^^ there is one Collector of Excise and Salt for N. W. Indin> 
Such an arrangement promotes economy. We shall now 
briefly describe the organisation and metlrndt lor the 
coUeOion of revenue. 


Customs 

A very large part of our revenue is derived from 
eualoim dotiea. Till the adoption of the policy of dtsari* 
flunatiiig protectioa, customs dutiee in India were for revenue 
pnrpeaei oolir- The dutiea were, therefore, low. Now widb 
flhe fatrodaetfan of a protective tariff, the etdleotfan eff 
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emfkmu diitiet bat beeoaw more tntrkate and difieidt, and 
praventive work hat alto increated. 

Thrare are cutknnt duties for goods broo|d>t hf set 
and by land. So there are two Acts governing the impotitioR 
oi customs duties, viz^ the Sea Customs Act and the Land 
Customs Act. There are customs bouses at tea ports, and 
at the frontiers between British India and the Indian ^tes 
that have direct access to the sea and between British and 
foreign territories, whether of the French or Portuguese. 
Htmce we have the Viramgam customs cordon to prevent 
smuggling from the Kathiawar States and a customs harrier 
at Castle Rock to prevent smuggling from Goa. Other land 
customs houses are not very important. 

The largest customs organisations are at Bombay and 
Calcutta. At (he head of the Bomitay Customs Department 
is the (Collector of (Customs who is directly responsible to 
dw Central Board of Revenue. He has a number of 
Assistant Collectors to assist him in the different brandies 
of work. Under the Assistant Collectors come the Appraisers 
and Preventive OiBi'crs. 'fhe examination of goods is 
carried out by the examiners and inspectors. The preven- 
tive staff is engaged in the prevention of smuggling ; it has 
no oonoem with valuation or assessment or collection. It 
M (he Appraiser who values the goods and assesses tlw rale 
that is to be applied. The collection is made by the Col- 
lector's Cash Department Unless the importer (in the case 
of jute the exporter) pays the charge that is raised agaiiwt 
him, he is not allowed to take away the goods. The importer, 
however, may not choose to take away the goods immediately, 
the customs authorities provide warehouses for storing tboM 
goods sod the duties are payable before delivery of the 
goods is taken. 

Tariff schedules are now very detailed and so trained 
assn an required as Appraisers. The importer may a|q>eat 
agahnt die valuattoo arrived at by the Appraiaor to die 
AsshSapt CoHedor and then the CoUector. if he still iselB 
aggL ' ie eed at the deciaion of die customs aidioirhies he has 
dp rybl P a^Ptd P the CePral Board of Remap sdspe 
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{lecttuiB is final. Cotut* of law will inquire into eaiea enlf 
wfa»e a point of law b involved. 

Incx>me-Taz 

Tbe nejrt moet important aource of revenue b dip 
income4ax in whtdi is included corporation tax. super tax 
and excess profits duty. Tlie income-tax was put on a per* 
oanent basis by the Income-Tax Aii of 1922 ; recently it 
was modified extensively in pul tlie sdininistration on a 
better footing. The (Central Board of Revenue is ibo 
authority empowere<i to frame rules under du>t Act. Ita 
<ask ia, therefore, purely administrative without at all being 
judicial. It is the higltest authority in the administrative 
hierarchy and puts its admire at the disposal of the other 
oflbers connected witii tiie assessment and coliciction of the 
tax. There ia now an Income-Tax Advisers' Department 
to deal with and advise tlte Central Board of Revenue oo 
ail matters pertaining to income-tax. Ihe whole of India, 
for income-tax purposes, is divided into circles, each of them 
lieing in charge of a (x)mmis»ioner. The (asntral Covcm- 
ment nuy appoint a special Commissioner to deal with 
specific cases or a spet'ial type of cases, to the exclusion of 
the Commissioner of (he circle. 

Next after the Gunmissioner come Appellate Assistant 
Commiaaioners and lnspe<'ting Assistant Commissioners, the 
former under the direct control of the Central Board of 
Reveone and the latter under the Commissioner. Neither 
tbe Qmimbsitmer nor the Board may interfere with the 
decbkma of the Asautant Appellate Gtmmiasioners, who ate 
thtta independent of the purely administrative side of die 
deparUnent. Inspecting Assistant Commissioners are tee* 
pottuble for supervising tbe work of the Income-Tax Offioeri 
who ere die offioeri recognised by the Act for the purpoaee 

A genoral notice in (be press b given to all tex-peyeni 
«t dm co mmeo ceroent of the financbl year to mbmit their 
ra Uuna «{ inooiBe. Though no specbl notice b required 
te he gbn^ yet cB dioee a iaeaae ea xdio ere elreedy on th# 
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luui bem submitted the Inomiie*Tsx Offiom- in due ouune mlk 
tbe nsiessee for an interview at which he is ex|»ecled to 
produce documents to support the statements made in hts 
return. When hearing is over — it may sometinms leiiiiit* 
nsore then one interview — the assessment is made. If tee 
aasesaee agrees with it. he has only to pay up the charge 
raised against him and the matter is over. If the ai eea s e e 
ia not satisfied he may appeal within 30 days of the notice 
of demand to the Appdlate Assistant G>nunissioner ; if even 
this assessment does not meet with his approval, he may 
appeal to the Appellate Tribunal. Reference to a high court 
b permitted only on a point of law, not of fact. 

The Appellate Tribunal consists of sn equal nnniher 
of judges and accountants. It hears and determines all 
appeals from the decisions of the Appellate Assistant G>m- 
misaioners. The Commissioner is now purely an adminta- 
trative officer and it is expected that income-tax adminiatra* 
lion will profit by this modification. One important point 
ought to be home in mind. The G>mmissioner may compel 
an Income-Tax Officer to appeal against tbe Appellate 
Aaaiatant Commissioner to the Appellate Tribunal. This 
arrangemMtt, it is hoped, will serve to improve the impar- 
tiality of tbe judgments of the Appellate Aissistant Commia- 
aioneia. The Commissioner may also revise the asaesameot 
by the Income-Tax Ofiioer in favour of the assessee. 

With regard to certain forms of income, the Act {Hovidea 
for (teduction of income-tax at the source ; e.g. salariea, 
hslereat payments, dividends, etc. In certain cases the liigheBt 
vuto ia ajq^ed, and to persons whose income is such teat a 
knrer rate only is applicable, may apply for refund. Refunds 
HtU maially a^ed when the Incmne-Tax Officer valuea tee 
hMoma uid delmtnines the rate apjdkaUe to the asaesene. 

The staff of the Incon^Tax Officer ocMisists of 
aacrateuanB, acoounlanta, inspectors and clerical statstants. 

3 <auuninera are entrusted wite tee task of giteag into tee 
IMto of asaeaaeea and re|MHtiag thoreon, and tee uuqw^fews 

'Aeteoteig teoae who attoaipt to evade tee peyinir dl 
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iaooMMNlix, viltier tlto^sdier or in pul Hie MoiMiiileiiCi 
iHMi|i tki •cc oiini B ol die ofioe end the clerk* perform penuel 
dttdee. b is obvious diet evoi clerical aaaistam* oogbt to 
be qualified persons, at least with a sufficicmt woddag know* 
lrd|^ of accounts and book-keeping. 

Income-Tax (Mbxrs are appointed by the CommiMiooer. 
In Bombay the municipal divisions of the city into ward* 
are followed in distributing work to the Income-Tax (Mioers. 
In some wards where the number of assessees or the nature 
of work demands, two or more Income-Tax or Asaistaal 
Income-Tax Officers may be appointed. 

The Income-Tax Art determines the powers of die 
income-tax organisation and gives the general outline* 
regarding collection, assessment, appeals, penalties for 
infringements of the Act. refunds, etc. But the rates are 
sanctioned annually by the Finance Act of the legislature, 
end the amount of tax due is calculated not on current 
inoome. bat on actual income during the year just completed. 

The Central Board of Revenue supervises the work of 
the Commissioners whether of circles or on special work. 
The Financial Secretary is kept in close touch with revenue 
collections through the two memliers of the Central Board 
of Revenue. This Board examines the working of the Act, 
corrects flaw* as they are detected, frames rules and regula- 
tions according to the powers given by the Income-Tax Act 
and propose* amendments to it as need arises. 

Administration is an important aspect of taxation. Sir 
lamea Grigg, the Finance Member who piloted the amend- 
ments to the buxime-Tax Act throu^ the Assembly, said diat 
be expected an improvement in the revenue to the tune of two 
erores per «nnnm owing to administrative changes only. 
The amended Act of 1938 is expr^ed to reduce evasions in 
* Bmiiber of way*. 

Excise awd Salt 

H*ra agftni die hi^iest administrative authority is the 
€antnU Bo^ of Rewenae. Obeo the coHeotion of aab 
and o — i r a l excise i* vested in (be same agsaqr. Hen Mg 
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Hwt dimf »gmdet Aroud^taul India : (i) Tbe Ctdieefiiv af 
Sfdit and Exctae, Nortii Weatero Indta, (u) Tlie af 

Salt and Eactae, No^ Eaatem India, (iu) Tha fieoliay Salt 
DqNutmant, (iV) Tba Madras Salt Department, and (v) 
The Superintend^ o{ Salt Revenue, Sind. 

As in the Customs Department, each Collector has his 
Aaaurtant Collectors, under whom come the assessors and 
inspectors. Both the tax on salt and excise are coUeded 
at the source. Before the salt leaves the pans or the matdi* 
boxes the factory, the duty has to be paid. As government 
msnufat^res most of the salt itself, and further as salt 
manufacture in private ownership is concentrated in a few 
handa, there is not much difficulty in collecting the duties. 
For excise, too, the colietiion is not very diffi<mlt specially 
as almost all the production of excisable articles is in lai^ 
factories. An easy check on the luyment of duty is throajj^ 
the use of barKlero)e«. Manufacturers purchase thrw 
banderoles and seal each match-box, for instance, with one 
audi banderole. The chief task in the administration of 
tail and excise duties is that of prevention. 

As is to be expected government makes use as far as 
possible of the existing lax collecting agencies whenever it 
imposes a fresh tax. For example, the new Excess Profits 
Duty is administered by the Income-Tax Department, for it 
can most economically do so. There are some taxes and 
duties which are imposed not so much for their revenue 
yielding properties, but to discourage or control the use oi 
a partKular article, e.g. licence fees collected under the AcHA 
Lioenoe Ac^ which is administered by the Provincial Gof^ 
sanunents cm behalf of the Central Government 

Thk Revc-nue Depakthent 

GoUeetkm of revenue in the provinces is the tadc of die 
Rovenne Department over which the Finaime Department 
bts Imiited control, being mainly in connection widi changpa 
in mlai'lkr lemisaioiM of revmiue. Through period^ 


■s Atii bowem, this depaitmeoi ia kqpt in^med of di* 
fK%rt9M lofonno oollecd^ 
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«n Uadn^Srap^ry and an Aasislant Seoalary, tiia ktter 
bdag alao rMponatble for die efficient admiaistratton of tba 
office. The departmeat is divided into seven seetiont deolinc 
with land revenue and property tax, lands, foreata, «xdsa» 
utaaips, registration and entertainment tax, estates, and on* 
operaticHi and rural development. Each section is ui dbaqp 
o? a Superintendent assisted by a small staff. The Revenue 
Department itelf collects no revenue — that is dona by 
apecial organisations or through other af^cies such as 
municipalities. It is a supervisory body having general 
control over all the other collecting agencies. 

The principal provincial taxes are land revenue, eaeiae^ 
stamps a^ registration, motor vehicles taxes, electricity 
duty, urban immovable property tax and sales tax. 

Land Revenue 

The mincipal source of provincial revenue is land 
revenue, ^e chief function of the Revenue Department ia 
the administration of this tax, for which the whole system 
of diMrict and divisional administration of a province oama 
into being. The Gillector of a district is essentially a revanue 
official with executive and even magisleriat duties tacked on 
to him. A district is furilier divided into talukss and every 
Talokdar is a subordinate revenue official in charge of a 
number of villages. A number of districu forms the division 
wbkb is idaced under a Commissioner. 

The land revenue system differs from province to 
proviaoe. Under the permanent settlement the valuation baa 
been fixed once and for all, under the temporary settlement 
valnatioiw are undertaken periodically. The basis of valua* 
tioBS also varies from province to province. In Bombay the 
^tbfeelive factor has free play, in the Central Provinces grem 
attentioB is paid to the rent paying capacity of each culti- 
'’Vtor, m Madras ffie amount of tax to ^ pira is calculated 
«« dw net prodnee and the general economic conditioiit of 
dm ana, in ibe Punjab and the U,P, the a wees mmte an 

II 
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iMund «n rente adiiAUjr paid mt Ids' edikli laadb «ii6 WaAf 
lo lie let, if the ownen cnltinkte ihe laadi t b e miei re e . 

In BotnlMiy Und rev^nroe u detemtined not • rtaaderd 
INR^rtion of the net produce of land but (mly on gpsaeral 
ooiteideretioiis. The claMification of fields of 1868 is ttiU 
in use today, even though hopelessly out of date. The rillsfett 
ere grouped into homogeneous circles end the Conectnr or 
Mamletdar determines the total demand for the group by 
reference to the revenue history of the tract in question or to 
whet the group ouglit to pay on the basis of genera! oon- 
aiderations.l When the amount is determined for the group, 
it b then distributed over the individual villages which form 
the group. Thus it is that the Bombay system b worked 
bmtn aggregate to detail. In distributing the tax burden a 
maximum rate is fixed for first class land and other hnds 
pay according to the different values in the scale. 

In the Central Provinces, on the other hand, the system 
works from detail to aggregate. The Collector prepares a 
forecast of probable income from the tract on the hub of 
outturn, prices, land values and rental history, llib fore- 
cast b merely for general guidance ; for the settlement oSber 
b required to pay great attention to the rent paying capacity 
of each cultivator. Soils are classified according to what 
are termed soil units. This method is more objective and 
hat, so it is claimed, considerable accuracy for practtcal 
oomparative purposes. After this a standard rate lor the 
grotip b fixed, then a village rate for every village and still 
more a different rale for every Individual in die village. 

The Collector of the district hears revteme appeab 
ngiinst the decisions of the Mamlatdars. A further appeal 
lies to the Commissioner of a divbimi. There has hem an 
«ift<mqieated suggestion of constituting a Revenue Board for 
provinoe in place of the present Commbakiaan of 

J, Mar esanwto te taking into sccoonl ^ goieril Uate af mssHSi*' 
istkns. the inme di nicnt i to tnuwit, the vsnost ci s ttes of ttet l w S te* - 
^ epw Btioa ot -^ po pshtioo with nsganl to csttes. tesniA trafattf- 
4|SMnBt erf ssricftesnt stoefc, banhh, odneaiMn. tee W s tin iBi of 
^ B UMM i a sod Oee u |Mai<n». tee trenS of prices psit pnaeat SM 
wNi. ute s sv et s l steer tetsors. 



dhririaBt. fai Maim die c wm o iaw oae i i h ipe oi ^vnioai 
tui^ iwai e lio lidwd tad insteed « Board o£ Revemie b«» 
been eateUiabed. It is desirable that tbe Finenee Depertmeitt 
•boold exercise control over the collection of revenue. The 
iy«tem ol making use of a Board of Revenue within the 
Finance Depaiitment is a device that still remaii» to be 
introduced. 

Excisk 

Though excise in Bomluiy is controlled by tbe Revenue 
Department there is a special organisation for the purpoae. 
Liquor is distilled at government distilleries and, therefore* 
most of the work is of a preventive kind. I.iquor shops can 
Itr opened only with a licence. At the head of the administra* 
lion is the Commissioner of Exciw?. Tlie accounts of the 
department are kept by a Chief Accounts Offn^r. The dis- 
trict administration is also eutnisted with collection and 
preventive duties. Tliere has obviously to be a large 
impection and preventive staif. With the introduction of 
‘ prohibition * while the revenue from excise has fallen, the 
expenditure on preventive staff has very considerably 
increased. Part of the preventive work is done by the police. 

Otheh Taxe-s and Duties 

In Bombay there is the Superintendent of Stamps in 
charge of the General Stamp Office, located in tbe To«ni 
Hall. In tbe chief cities there are stamp offices. In the dis- 
tricts the treasuries are entrusted with this task also. Judi- 
cial stamps are available from the stamp offices attached to 
tbe different oouru. 

The Motor Vehicles Taxation Acts are administered by 
dse police who are under the Home Department The Com- 
m i asi on er of Police is entrusted with the granting of driving 
licences and kindred matters, and so it is best ^t revenue 
Inen taxatam on motor vehicles should he in his hands also. 
In Bombay, die muiitcipal administration auists the Motor 
Veluelni Department at Police Headquarten. 

The declxichy duty was introdueed hi Bombay in 19iB 
•ad j a Bweaed recen tl y to meke up for levemte loet under 
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flMiw i«riag M the iitfiedintwii oi prahibitiea. Ihfiw it 
fioibflled by tfie eooiipetiiM that nnHy deebrh^, wfaiB dny 
edUeei bi& {fom tt^r cmtom w . So expeMw hi wmeee 
Ikm widi the eelleotkm of tiiU tax are ne^igibk. InBoadiey, 
dM Bombay Eleetrie Supply and Tramwayt Gimpany ooUeen 
itm duty liNT (piventinent By kr the iarf^ amoont ooUedml 
it in the dty and subarfaa of Bombay. 

The urban immovable property tax waa introduced vmy 
recently to cover up the dehciencie* in exciae revenue. The 
tax only appliea to properties in the cities of Bombay and 
Ahmedabad. No special collection agency haa bean atarted, 
aa the inuntcipalities in these two cities are required to ooUeci 
it along with their own property taxea. 

The U.P. Government had imposed an employment tax, 
whidi like the urban immovable property tax waa challenged 
in the courts. The tax has now brrn dropped. The aalea 
tax haa been introduced in Bengal and Madras. It waa to 
be introduced in Bombay, but was given up owing to great 
dtficulUes that were being encountered. TV entertainment 
tax ia collected at the time that entrance tickets for abowa 
or perfomumoes are sold. 


Reports 

Every revenue agency keeps its detailed accounts and 
a ekiee walcb over actuals, and at the end of every monlb 
•ubndts figures, showing the progress of revenue, to dte 
Finaaoe Department At regular intervals (after four, seven 
and nine months) reports are sent to the same department, 
explaining the causes of all variations and giving revised 
esliiBBlea for the year on the basis of the actual figures of 
die past tnonths and of any information or event dial n Ifiidhr 
lo affect the future. 


If die Fmaiioe Departmem exendaea only anp enr ia iom 
tiiiMI at dm camara and indireet in dm provmoaa* e«er die 
fgttpBdan ei r cve mie. ever expeod it ure it e m w i ae a xivd 
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bttlim of g r o at*, ^ ittokiog of poyaMata* dw midimg of 
die piopeM of the Imm^ o^ tbe final halancing of nmatuo 
«nd eapeaditure — the Fmanoe DejMitment et»ei«M» alao a 
check. It is die Finance DepartnMat duKI ona* 
mtiniailet grants to the different department* and aUow* 
then to draw upon the public account. It b die Finance 
Department that keeps watch over expenditure, even thott|^ 
the department concerned is primarily responsible for 
watching the progress of its own actuals and for briti|ptMt 
to the notice of the Finance Department either a manaa 
variatioii in the rate of expenditure or a likely saving or 
exoeaa at the end of the year. In particular if the grant 
by the legislature is likely to be exceeded, the department 
coooemed must take steps to obtain supplementary grants 
before the end of the financial year, or the Auditor General 
will treat excesses as serious faults of the admbistrative 
agency ooncemed, as transgressions of the declared will of 
the legislature. 


DiSTRIBt’TION or CrA.NT8 

The hierarchy of coittrol in India consists of tbe dis* 
baning officers, the controlling authorities, the departmental 
heads, the Fitunce Department and the Auditor General. 
Copiea of the civil budget estimates are distributed to the 
diffranent departments and officers who thus know what pro* 
vision haa been made for different items in the final esti* 
mate*. If the demands for grants are reduced by the legb* 
lature, then the Secretary of the Legislative Asaranbly 
informs ffie administrative and finance departments and die 
Auditor CeneraL in the provinces tbe Accountant CeneraL 
of the redactions that have been made. Tbe Finance Depart* 
Bwnt distiibates the grants and appropriations, after they 
have been finally authorised by die authenticated acfaedale 
of nxpenditnre, to the administrative departments and to 
dm eoolndlii^ authorities, who in their turn distribule them 
le ffie dVerent di*biir«iiig dficert aceordtag to die prhnary 
tHiBi trf iqqfNrofMiatkRi. The tmk of distribation beconaa 
4MIMWS win ^ g o v eronent ot the legislatiire make lasip 
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nm wittCtuKO^ tpeeblljr idben tliete rediutioiit rditt to 
stems eovertng many districts and a large munlier of sols* 
lasads for the district When a lump cut eamiot be distri* 
bttted by {mmary units, the administrative departmeitf 
informs eai^ oontrollis^ <^oer of the lump cut diat has 
been made under each major head. 

Appropriations by the legislature are made throsH!^ 
grants and each grant covers usually one major head* 11^8 
major head is divided^ into minor heads and sub-heads and 
diete in turn into primary units or detailed heads. In some 
cases, however, minor heads are straightway divided into 
detailed heads. A whole list of major, minor and detailed 
heads^ is published by the Auditor General.'^ No change 
may lie made in these heads unless the sanction of the 
Finance Department has been obtained, and both the Auditor 
General and the legislature are informed about it This 
rule is essential to maintain uniformity in accounts and 
enable easy comparison with tl»c past. 

Ttie controlling authorities aitd the disbursing officers 
may distribute the whole or part of the grants received to 
their subordinates according to detailed heads or to specific 
items or groups of items. Such distribution is, however, 
not officially recognized. Both controlling and disbursing 
officers have the responsibility to see that the total expendi- 
ture under a detail^ head does not exceed the grant givmi 
under that head ; and if it does exceed, that the formal sanc- 
tion of re-appropriation from the proper authorities is 
ditained. 

the major head I*and Revenue i« divided into the minor hesdf 
A. Ottraes of Admiinttralion. B. Survey, SetUement and RecSfd 
Opemtio«)», C. I.and Recnrdv, D. AssigtiuncnU and Comoe naarie p t . 
E. Ctwrges in England. F. l*ow or Gain by Exchanae. TIk iwinor 
head C. l^nd Rerorda is divided in turn into the fdilawina SOb- 
beads : C-i Simeriniendence. C -3 City Land Records, C-j AiknatRlR 
Ofhee. Foona. C -4 District Oarges etc. : and each of these sOb-lKadi 
ia ^vitled into primary unit*, e.s.. under C-i Superintendnace there 
arv t C-i(t> Pay of Ofitoers. C-ifa) Pay of EstaUtulmient. C-t(3) 
Atkiwanee*. llonorana. etc.. C-i ( 4 ) Cononaencsea. Vide Aivaafn 

1, Vlil Aiwcndix XV. 

X Psr^nie Scsoonts santietD on urhkb the bndtett is bssnl and tlw v^ 
' wlwh tlie Auditor General has in dcAGfimiraiic t tutt iQrviBni^ 'fiiilfi 
' Amii^ Gtmerml rntd «!%. 
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PAfMBNn 

R«csdpte and payiiMnts are Reeled diroiifli a tretfury 
«ir die Reserve Ba^ Hie procedure for paying or receiv* 
ing RKHieya is given in a subsequent chapter.! ^at has 
to be noted here is that as grants and appropriatioiia are 
for a year only and the accounts are on a strictly catdi baaia, 
unspent balances lapse and expenditure delayed to the next 
financial year must l»e re-budgeted for, unless provision 
sgaintt lapses has been authorised by the government con- 
I'emed.' Further want of provision in the estimates does 
not operate to prevent payment of sums due l>y government 
nor want of sanction to prevent record of any actual pay> 
mcni. It is obvious that economy is not promoted by 
merely postponing expenditure. 

To promote ei'onomy in government cash lialances, 
«'xecuUvc officers are retjuired not to withdraw money from 
the treasury or the Bank unless rc<|uircd for immediate pay- 
ment This helps the ways and means position of the gov- 
ernment and prevents withdrawals of moneys to avoid Uie 
lapse of appropriations. 

No department is anxious to surrender a part of ifo 
appropriation. There is a sense of loyalty to the depart- 
ment a feeling even of loss with regard to tlie particular 
nervioe if savings are given up. Hence tlie usual rush for 
payments during the month of March, especially the lart 
three or four days. 

Every spending authority before making any payment 
has to see that three conditions are fulfilled : first lhat the 
sanction of a competent authority has been obtained ; 
seeoodly, that funds to cover the charge during the year 
have bm duly provided for ; thirdly, that no breadh of 
unimaally recognised standards of financial propriety^ ia 

t- VMe IX. Trtvtwrift ond lAri'r 

Z Allowed ooljr (or and other latxr Public Work* •cbemr*. 

Z VMe Ql IX. Awdii oj E^ptwHturt. It it nolrworthy that these 
•taMbnb of fiianciai pro{>rirty were, acrorihiia to the trhrtpe of the 
of 1919. etLididtly n Kw rion e d at canons of fttnc M i fMrofwietv 
in tiin Andilor Ccnenl’t Roles and in the Account and Audit Dxlet 
Inead on Ukul Now the ttandard* arc ioiDtied in the Audit uM 
Aaeannla Onder. (m* 



I fWo i vcd. Thete are the 4n«e geoenl {nindhiiet or vaeiik- 
tkm ^t govern every peymenL The etaiidnrd* ol §mm* 
c*hil pn^iety eim «t mamtotning a lu|^ standard of eomhict 
in gj^mment administratiim, at promoting economy, and 
thrwigb audit examination even at improving general 
mbninistration. 

For all expenditure, sanction, both administrative and 
financial, is very important No payment can be made if 
eidier sanction is missing. Any oihoer who spends goveni> 
nwnt moneys without proper sanction is personally ItaUe 
for die moneys disbur^. Orders conveying sanctions to 
expcmditure have to he communicated to the proper audit 
authorities. Further, unless these orders are by authorities 
possessing delegated power or by the administrative dqMUt- 
ments in matters where the consent of the Finance D^iart* 
ment is presumed, they have to be conveyed under the 
endorsement of the Finance Department, which determines 
the financial powers of the various authorities. These 
powers are published in the Book of Financial Potven. 

RE'APPBOPRIATION 

Variations from the estimates there are bound to be 
and re^ppropriations are the means by which sudi varia- 
tiona may be met. Because of re-appropriations the budget 
gels a much needed elasticity. The legislature votes grants 
by major heads and these may not be exceeded widurat its 
sanction. But within a major head transfers for good 
reasons may be made ; thou^ all such re-approinriatMMis 
nmat be sanctioned before the fuiancial year to which they 
refer has expired. All re-appropriations are subject to 
die sanction of the Finance Department which has the power 
to authorise a re-appropriation from one major, minor or 
aiibordhiate head to another within the same grant in dm 
aadbentioated achedule. The administrative departmeols 
may tanedon re-a|^ropriations between heads snbordhiale 
la a minor head, provided dtey do not involve ttndertaking 
a mettirhig liabiUty. Orders sanctioaing such a raappro- 
Iphofam moat be oomaninicated, as soon as they are pam e di 
ia iSm fhmnee Departmem and la the audit aadmiliMu 



vmt wtmm m w auio ni m {Mt 

Conlf^Uing itad dubonlBg aatboritin ako iMva eettain 
paw«n of i««|»|Mro|^MtkHi from one primait unit to modier. 

All dieee powers of reHii^ropnaticm w h et her of the 
Ftnenoe D^rtment or any <^ther Mnciicmiitg aadiority are 
Mibjeot to this limitation, that no re-appropriatkm otn he 
made, without the specific sanction of the legislature, to 
restore or increase expenditure on an item the provision fear 
which was specifically omitted or reduced hy the vote of 
the legislature. This prevents the executive from overriding 
the wishes of die legislsture. 

In general, no executive authority may meet by re* 
appropriation that which it is not empowered] to meet by 
appropriation. However, re-appropriations within the same 
sul>-head from one primary unit to another are always 
allowed. 

Again as regards charged and voted expenditure no 
appropriation is allowable from one to the other, nor can 
a re-appropriation be sanctioned from or to sums included 
by the Governor General or Governor for the specific dis- 
charge of any of their special responsibilities. 

During the year fresh needs may turn up. In regard 
to these the executive follows the principle that expenditure 
not budgeted for but which may be postponed should not 
be incurred. However, if the n^ is so urgent that it may 
not be postponed and funds are not available by re-appro- 
priation, an application must lie made for provision of 
additional funds. The application must state the retaems 
why itninediate expenditure is considered so indispeindbfat, 
how U is proposed to meet such expenditure and why U OOuM 
not be foreseen when the estimates were prepaid. It is 
the responsibility of the controlling ofiioer to see that dis- 
bonemaits are reasonably anticipated ; on him the Finance 
Dt^partment depends for smooth financial working. 

Watcbinc or Actuals 

miile die budget m beii^ executed, there is need of 
wmalant soperviston oter the progress of actual leeeipli 
«wi pqmMsola. Th«pe k no odier way of seeing that ^ 



pbn » •dhered to. DqMrtmemal f«ifMNMilnl% aoi 
wstdikg of actuaU are tbe two meatm of eecuriii^ eontiimeiHi 
financial oonCrol. Tbe latter enables executive aufiieritMs 
to see wbetlMir tlw rate of expenditure or income i« moan* 
tabled according to anticipations ; the former mokes defMUi* 
metnal heads responsible for seeing Uuit expenditure is kqpl 
within funds and further, if it is likely to exceed the 
grants, for taking steps to secure re-approprtations or aiqi* 
plementary grants. The executive ufl^r for that pui^xiae 
is usually tbe departmental head, in a few cases a special 
Finance Officer.^ The local Accountant General in the pro* 
vinces and the Accountant General, Central Revenues, at the 
centre come in as exiwrt advisers on facts connected with 
the accounts as ascertained from lime to time. 

The oontroUing authorities are responsible for the 
important function of keeping constant and intelligent watdi 
over the progress and the rale of progress of expenditure, 
so that likely excesses ate provided for in time and savings 
promptly surrendered to government. The Accountant 
General also watches expenditure hut under primary unita 
(detailed heads) only. Tlie responsibility for watching the 
progress of expenditure under die different heads subordi* 
nate to eadi primary unit and of keeping within a grant 
rests, however, entirely with the controlling authority and 
not the Accountant General. 


The cmitrolling authority for this purpose eidier dis* 
tributes his grants in detail to the various disbursii^ officers 
giving oconplele account classifications for each class of 


ejqpen^ture, or he may retain the funds wholly or partly 
under his own direct control. To help him in this finsuicial 


oontrol, he has certain powers of re-aj^HropriaticQ. 


By the tenth of every month be gets fitnu the diabuixing 
cJums a ^tement of expenditure for die nuHith that ia fast 
fioatj^eied U^sether with the progressive totals to date. He 
OontoSidates the different alatmnents, and so gets an idee 
el An tolnl expmidltare to date againrt each detailed heed 
oi for vdtidi he b responsible. For ofmmd 


f. Aar tiw Puffw* Senioca Pailinji sod ^mts *»‘S yVtemsfin. 



fjontrol mfoviwitioii liu to bo obtained aa eariy aa poM^ile. 
Tbeae HatoB]^ give him deuiled informatioa of bii 
finanoial poaition, dioti|^ not lo promptly or accurately aa 
woiiid be possible if (he departments kept their own accooi^aii 
and keep him in touch with his commitments. The con* 
troUii^ authority’s accounts are a little later* reoonciied 
with ^ acoounta kept by the Accountant General to elimi* 
nate discrepancies that might defeat control. 

By watching actuals the controlling authority is able 
to discern if savings or cxcesws arc likely. Surrenders of 
■iavinga are rerfuired to lie intimated as promptly as possible 
but not before 15th July. Ilic last »latc for such surrender! 
is 15th February ; after (hat date only sulwtarttial sums are 
surrendered by the administrative departments with the 
sanction of the Finance Department. If excesses are anti* 
cipated re-appropriations and supplementary grants must 
lie arranged for. 

The Finanw Department, of course, keeps watch over 
the trend of revenue and expenditure. But the primary 
responsibility for control of expenditure rests with the con- 
trolling authority. Tlie Accountant General, as was said 
above, also watches actuals, though only from the appro- 
priation audit point of view, and brings to the notic.e of the 
Finance Department any special features that call for 
attention. 


Periodical Reports 

Three-Monthly Reports. To detect divergencies from 
the original plan of estimates the Finance Department 
requites all departments to submit a three- (sometimes 
four-) monthly report or estimate. This estimate is based 
on diree or four months’ actuab of the current year and 
aartkapated income or expenditure (or the remaining nme 
or ei|^ inondia of the year. Three months are not too Imig 
to get at ^ results of die woriung of the budget ; yet all 

1. Qns of me MadvMHtsgn rt the depsrttmaU not keiniiiia Oi^ 
aticaBBli is that actuals fnr a imMh are not rceeised a(t« tM) 
mted wade ct Uk fmOowina nxmth— « (actor whkb certatidr aalitalaS 
. g e a me t and effe km cuntraL 





4nni|il0WNM l w w d> will «— fai Aemtdhm nolMiMdilft. Bmhi 
il no ilqw need be tahen to rane^ maOen, «vm ealjr a 
Urn chany are neoeeiary, h atsll \mp% tbe adminietfrtife 
ftidimritito otmoemed and the Fiiunee Department en Amr 
gnardL In times ol eoemmiic depremion or war or aoaw 
great oatai^ldie, it atablea errors to be deteeled and 
oorrected in good time, so that Uie damage to tbe finaneiat 
or omnmercial structure of the country is negligible. 

Six-Monthly Reports. A similar report or estimate is 
made on the basis of six (sometimes seven) months* actuals. 
This estimate is a sure pointer to the finance and adrainia- 
trathre departments. It furnishes information whether sup* 
plementary grants or re>appropriations will be necessary. At 
about Ais time tbe revenue position is also fairly clear and 
Ibe need for increase of taxation, if any, will be evident. 

Revised Estimates. The last of such reports is based 
on eight monAs' actuals (for revenue ten months) and is 
called Ae Revised Estimate. By Ais time Ae government 
is fully aware of what Ae final result is likely to be. This 
ia also Ae time when savings are surrendered, rooppropria- 
tiona effected and supplementary grants obtained from the 
kgialature. 

These reports enable Ae Finance Department to follow 
Ae progress hoA of expenditure and revenue, and Aus maA- 
tarn budgetary equilibrium at all times. 

C Animal Balancing sf Inceow and Expontitwc 

,The aocmmts of Ae financial year, as they are main- 
tained on a caA basis, are rltwed promptly at Ae end of 
ImaiQeaa hours on Slat March. This statement needs some 
tpttlificatmii. The accounts are closed so far as any new 
tnmaaeltotts are concerned, but they are kept open for some 
ttee longer m order Aat cash receipts and payments effected 
dhurhig Ae year may be included m the aceounls of Aat yesur. 
Few eacuni^ cbeqiM issued during tbe last days of Ibrcbi 
toay nnl te cashed for some days to come. As a mtotor oi 
luSI Atfjag Aoae days Acre is usually a nuh of p a y ie wt s. 



lor IM» 4tpu«Mnt muMs to Mmeader ter apfinqfffiatiini. 
Itei !■ gifn lor «U dien bansacUoM to te ooi^pMedL M 
opportunity it tffwded for tdjttitineiili tod oonroedom fai 
tte aooeiiBit of the yea# to be carried oot Conteqrawnllv 
tbeie aie duree accounts for the month of Mardi* nfaitn 
I^idnniiMry about the middle of April, March Final, by 
the middle of June, and lastly March Su{^lementary a moan 
later. 


As transactions are completed by the executive, diey 
are taken up by the Auditor General (or audit scrutiny. 
And he, therefore, forms one more agent for control over 
the executimi of the budget. Audit is continuous ; and as 
the audit authorities are also, except in a few departments, 
the accounting authorities, they are able to render subatan* 
tial help to the Finance Department. The Auditor General 
or the Accountant General also prepares reports on the 
accounts he audits. Audit is dealt with more fully in 
chapter IX. 

The Public Accounts Gtmmittee then takes op the 
accounts and reports prepared by the Auditor General, scru* 
tinisea them carefully, examines heads of departmenta, and 
records its conclusions. This rommittee has no executive 
power, but the very fact that it may call heads of depart- 
ments to give witness and explain their conduct in finaMial 
matters during the year, and that it may censure all who 
disregard the will of the legislature, is dfective for purposea 
of budgetary control. 

The appropriation accounts will show the savingl and 
the exce s ees during the year. Large savings as mudt as 
large excesses show defective budgeting. An occasional 
aavmg or excess may always be overlooked, but if it 
heoumea a r^ular feature it deserves the fullest conde mna - 
tioii. E x ce aaea , however, are more serious as they will come 
heloie the Puli^ Accounts Gwuniltee for special scrutiny. 
To pank excesa e a or aavii^ as a r^lar practice wItt 
tand lo iwfatoe the carefulnM of the administxalioa hi 
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ibe A«eraal|^Goeu^t^liw 
aieMiei are oomidatwi hf m legiiktaiv mai icfidaarliidi 
bjr « msia. Wiib iKe aiBnuti balancing and die aetion tabn 
by tba Ic^Ulature, the Inidpit ior ^ year eomea to an 
e^. 


CHAPTER^II 

WAYS AND MEANS, BALANCES AND RESOURCE 

In executing the budget, government lies to face die 
difficulty of meeting paymenU fairly evenly throughout die 
year, timugh revenue comes in chieHy at wed marked aeaioiii. 
Sometimes, for example on days when interest paymoita 
or Mlaries become due, the expenditure far extseeds die 
revenue collected during those days. Ways and means esH* 
mates are, therefore, prepared to show what receipts 
payments may properly lie expected during every month 
and week of the year. For, if at any time, government 
balances with the Reserve Bank fall or are likely to fall 
low, then steps must be taken to replenish tliem either by 
advances from the Bank or by floating treasury bills or occa* 
sionally even loans when the floating debt is unduly large. 
Hace ways and means operations are those required to 
maintain adequate balances at all times. 

On the other hand money wtll require to be moved 
during seasons to the treasuries in particular places when 
balances are falling. These operations to maintain 
balances at all places arc called resource operations. Tbcrn- 
fore ways and means is concerned with the provision of 
funds over time, resource over space. Both are import^ 
as at no time or place can government afford to lower it* 
prestige by declaring Us inability to meet a demand or claim, 
in od^r words to declare itself insolvent. 

Gmsequentiy both ways and rocamt and W®. 

a problem of Iwlanocs ; the one to maintain favourable 
faduuioes at aR Rroes and the other at all places. Each 
govcmunoit has to keep a minimum balance with the Reserve 
Bank which is the government’s banker. Should t^ ba lance 
fall below the minimum agreed upon, the Bank is allowed 
to charge intmed on the deficiency. By m arraogene^ 
wiA the Resme Bank, even dmagh the mimmim aoooffr 
hl| to dm letter of die agreement must be mamtauied at w 


rm THm iBi ttMIft 


lllilill, It li fdkieA il «B Ae elot» ol kiriiM ev^ 

4|g^ oiniifinHli l**I^«i^ liM to gefenuueuit^ chmkV 

^Hiwe ii, Aeteiore, a onity fa the three prohlwM «iit» 
SB liitt diapter, and we tlutll take eadi in t|^ 
Hie afeocy Itw ways and meant woik is natnnUy dw 
Ffatanoe Department Previously the GmtroUer dl dm 
Otneacy assisted by five deputies and tbirteen Cumneir 
Dfioen in the important to%<ms and cities of India wna 
4Ritniited with ways and means and resource work in addi* 
tion to oirrency duties. The advice of die Reserve Bank 
on all ways a^ means matters is available to bodi dm 
eentral and provincial governments. 

Wars AND Means Estiiutbs 

As toon as the budget figures are available, eadmatea 
nre prepared,^ in the month of March for the financial year 
fbUowing, of the probable amounts of receipts and pay* 
meats by month and by week under the different main heads 
of revenue and expenditure. The aim of ways and means 
estimating is not to obtain the total amount that will be 
leoehred or spent during the month as the gap between the 
two. Hence ways and means estimates attemp|.Jp_|p^igge 
■as aOBotately as possible the differences, favourable or un* 
fofOirable, between raeeipts and disbursements, and as a 
eoroUary to dilcttlate the probable requirements of perma> 
nent hum and Boating debt for the coming financial year. 

For this purpose the total budget estimates for the 
year are distribute diroughout the year, month by roondi. 
Hma, greater accuracy in estimating what amount of acooni* 
nwdation and for what periods h wUl be retpiired from 
dnm tn tune during the emuing year is obtained. This dk^ 
trUMtion by important revmue, expenditure and debt heads 
(MBtlkHr ^ds are lumped togc^har) mondi by m onA, 

I. Onrilia ttw mU of the week • Uightly HmUer fashfice my be snia- 
tmni «a. in Bontay thonah the mnninwn bslmce it m m w t h irt y 
Mm Uk Bank cllowt the s o v eran m t the hwcr %«« «f tnssrtir* 
iHillilis on olhtr dtyt. 

J. Hast sre cor te eie d In Ayrg or Uay when the fast anuat sat t i i mm 
iiiianB art ksom. 
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mpv pntiw fwiwiyBwning pcrio<M» nopB jpNii* 

miB i Mw I i M lor iaotimeo <klM lor rakiiK or MW^ 

m bMnda^ of dw diffeieru foelon infewnrfng tmmm or 
expendilim daring p o i tic tt b ir oonoont, die glnle of omonb 
ete. Fran Aeoe figueo, wtdi ^ help of die OM^ bolOMM 
end die minimum baliinoeo leqnir^ to bo nept with dbo 
Beidc and in the treasoriea the amount of flMtiiig debt 
reqoired ia arrived at. 

The monthly eatimatea are then divided into we efc l y 
estimatea and daily forecasta ; for in actual life reoeipta and 
expenditure accrue every day and aufficient fundi moM* 
therefore, be provided for daily requirements. In ddn 
connection it must be noted that die beginning of the mondi 
diovra heavy payments, that holidays during the month nito 
a d^ereoee, dut tranaactions are heavier on Mondaya than 
on Mturdays. 

With the introduction of provincial autonomy eadi 
province has to look after its own balances includina dioae 
under debt or deposit heads, and has, therefore, to uce Ha 
own wajm and means problems. In some provinces die 
flow of revenue is fairly even and keeps pace with the stream 
of expenditure. In odiers most of the revenue is colleeted 
in a few months and during the rest of the year paymenls 
always exceed receipts. I^mbay, for example, is fairly 
happy in Ha ways and means problem ; not so, however, 
the Central Provinces and Berar, whose ways and meam 
diAealtiea are serious. In general, however, during die 
last quarter of the financial year there is usually a large 
reven u e aurptus, vrhidi is very 6onvenient to the mailBet 
as government n^ not approaoi it for funds at a time when 
finMwe it reqiuired for the movonent of crops, and to &e 
g ovwn me ot becauae the maricet being tighter die rates fer 
Imrraxinf will ncorwarily be higher. 

The ways ud means budget baa twhe Mi i fi d endal , aa 
i>&awiae ^Htomators may dirt^ die cwaitr y*a maiket' If 
diejr loMiv in advinoe Am a loon ia to be floated, diey will 
befeg denm dm marimt sridi dm iwnlt that imateat rslae wfll 
gs igpaad aneaxlqr prieee go down. 

U 





Wifi and mmm ertimiliDi, m we Iwie eitBi 
•O Winied oolf with dw eaah pedHioB of liie gooBnwMMt 
C eiM M«<wt ly book idJiutiDai^ are aegMtod ; brt eaaimiiiM 
el die toUJ reoeipte from whatever wmroe obtained and ^ 
tatol paymenti in whatever direction nutde are taken iaio 
aeoottnL Hence these ewim^es include receipts frnn taaesr 
from new loans Boated, from repaymmit of loans bjr sub* 
ordinate authorities, postal cash certificates and saving ImmIc 
deposits. Mid expenditure for all purposes e.g. expe^itnre 
chargeable to revenue, capital ouUay, repayment of loans, 
withdrawals of cash certificates or savings bank dqiosats. 


Wats and Means Advances and TREAScav Bills 


Tbe gap between total receipts and disbursements is ’ 
made up of floating debt whirii may be advanced by the 
Remrve Bank or obtained by the sale of treasury bills to 
die public. Floating debt is, as a rule, temporary ; but if 
it b^mes large and is not likely to be paid off sotm, it ta 
always wiser to fund it. Aa-ording to the ways and meana 
astimates, the estimates of floating debt are framed. These 
eetimates show not only tbe amounts required but the periods 
lor wfakh they are required ; and according to tbe rates of 
bWerest prevailing, the time for repayment, tbe amount 
required and other monetary considerations either ways and 
means advances or sales of treasury bills are decided upqm 
The provinces in particular need to develop a treasnxy bil| \ 
so asm prevent money from sedihig^ otherihanKlI^f 
uf bivdltnient or moving to other cmitres. For this purpoae ' 
m otmtinuous treasury bill sales programme seems necessary. 
AiMhor way to provide for ways and means is to keep laigm 
balances from government funds in tbe Bank. 

In the month of Deconber, when the Finance D^ait- 
ment draws up a forecast of probable revenue and eiqMlsdi* 
tore fur tbe ensuing year, it also prepares a ways and ntfaiia 
heid^ note wbidi gives briefly the loan policy for dm year 
iettimWI and the following year. Another estimate ia made 
Ae end of August or beginning of Sqi te ndie c , after a 
IliffWiaiMiiit loan, if at all, has been floated. It is dm easier 
lo lonMast dte floating ddit posUmn. .In piepariac^ lie 



MKfwWll^l ilimiBlilMJ wi OOOK MJwRlUUIW wTO MpBCIBCI 

wdy ne cuh pocitioa cootklMred. 

Tbe povincet now provide lor didr own wt^n tnd 
meim poMtion, and so far they have fotuid no dHini]^ hi 
rahnng loans or floating treasury bills. Yet it would be 
hh^ly advantageous to them to have a single body deal 
wi^ borrowings both for th«nselv«s and for the Govern* 
muit of India. They have also to take into account the 
subventions, grants and assignments from the centre. 


So far borrowing to fill up the gap caused by the excess 
of expenditure over revenue has be<m considered ; but dwre 
may be periods when revenue greatly exceeds expenditure, 
Stti^us cash _ balances are invested temporarily in 
govenunmit securities by the Reserva Bank on hdudl't^ 
the government. Interest on these investments is taken in 
deductimi of interest charges rather than as a receipt because 
those balances have arisen as a result of borrowing. 


To ease the ways and means position by avoiding 
overloading of any month with payments, interest dates are 
diiRed and advance interest is paid. For instance a loan 
may be raised on 15th July, but it may l)e convenient 
and expedient to pay inteiCHt on 15th September and 15th 
Maitdi. In this case interest for tbe first two months from 
tte middle of July to the middle of September is paid in 
advance on 15th July. 


For tbe same reason disa>unt or premium on new loans 
is not allowed to affect the year of issue unduly. It is 
^^raad out over the whole currency of the loan. The device 
nsed is to debit (when tbe loan is issued at a discount) die 
amount to a suspense bead and to write off revmtue eadi 
rear and credit it to the suspense bead, so that wbm die 
loan is to be repaid the total amount of deposits in the fund 
w29 equal the total discount 


CoKTOOL oven the Ways and Means PosiTfON 

MaaMf and Weekly Ways and Means Foreauts i 

in the last week 
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m iim Mt id kaonit «i«ab lot ifa* fmtiiw 
liwo^ tiid oomiatii ravlted iwtimrttw Ibr dm oamnt OMMrtli 
•ad aplkroxioijite artuartef ibr die aexL h tlie 11^ ci 
libMe BKMithljr iMecaete dw borrowing progcuaiBe 
at die begfaming of die year ia aller^ la the pioviaoaa 
Aeae moi^y forecaau are distributed by weeks a^ days ; 
and diis Buffioes for efficient ctmtrol. At die centre there is 
also a weddy estinute prepared giving the esdiaatea ibr 
the next two or three months by we^. To this is attached 
a note reviewing market conditions during die wedc and 
giving an {pinion about the prospects of the fotnie. Hiia 
weekly report gives the balances to the credit of govminieia 
at the be^nning and end of eadi week, and shows how aa 
iacrease mr decrease has come about by giving psitioulars 
•boat die sales snd discharges of treasury bills, remittances, 
taking or repayment of ways and means advaneea, and 
oidiaary transactions relating to revenue and expemhtare. 
In this way government is kept informed regulsu-ly about 
its ways ai^ means position. In addition daily ways and 
awans statements are prepared so that the position is doaely 
watched. 

FoW’Monthly Ways and Means Revised Estimates : 
As in dm case of estimates of revenue snd expenditure there 
are frequetrt reviews of ways snd means estimates for the 
purpose of exercising better control over the ways and meana 
programme. A four>monthly estimate is prepared towards 
die end of August to enable the government to see if there 
is need of any modification in the programme drawn up at 
budget time, after a loan, if any, has been floated, tins 
gives die actuals of the first four mmidis and die 
last ei|^t mondis of the previous year, the budget estfanatei 
hut die current year, die first four months* actui^ and e^jpl 
moi^* revised ertimates of die oirrent year by importmH 
heada. These last revised esdmales take brio acoomit any 
inlolination whidi will ex is likely to affect die waya and 
naans programme for die rest of die year. Similar mate' 
naalilaa wade on the basis ol dx or seven mcndis* actuals,^ 
wlm flM a lahr fbrseaat of the enniag yeai:*a hudpet la 

f. 8n|«l - M w w te r or tefimioi «t Doem*K 
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ffbuMiumMy Wayt md Mwu Rmfuei Stsbmm : 
fa die middle of Jeiittery or Felmtery e furdier revtoed 
eetbiHile it made on the ha»i» of nine or ten moRtlu* actuaH. 
The hea<fat for which figures are furnished in these esti* 
mates, are the same as those in the ways and means fore* 
easts inmed every month, and are entirely on a cash balis, 
al! adjustments being excluded. 

Akmg with the nine-monthly estimates there is a note 
ghrtng comments on all variations of interest or importance 
betwee n the monthly ways and means forecast prepared by 
die end of lanuary and the nine-monthly estimates. Ilw ways 
and means forecast will contain a cash basis estimate of 
actuals up to November, the preliminary actuals for Decem- 
ber and the revised estimates for January, February and 
liandL The revised estimate is based on the orders issued 
by gove rnm ent from time to time on the estimates of revenue, 
expendhure, debt and remittance beads. It is from diese 
r ev i sed estimates that government gets an idea of udiat the 
net result of the orders pass^ by them is ; and having the 
next year*s budget side by side it is able to benefit by the 
experience of the current year to modify the plans for die 


The nine-monthly estimate, tl^refore,- affords an 
of^rtunity to modify orders, if necessary, and die wavs 
and means programme for the rest of the year in dw Ugm 
of die probable closing balances. This will dhow die gov* 
ciMwait whether they ought to decrease or increase sales of 
treasury falls, etc. The climates also affm'd government 
the (^iportunity of finding out their mistakes, vdiether 
dbe faui^ as a whole is working to a reasonable balance at 
the end of die year or not, what the effects of new texation 
err and what oonaeipieBt alteratioas may be necessary m 
tiMirtaii. The psevim estimates undoubtedly help fa this 
dtosclioa but pnqiosab take didir final shape only fa die 
addAs el Fdanuoy. 



mm mmammmmwi mm 

WArcamc m Mmuobt 

Wvf* and meam work requires oonstant viplniee m 
d>e part of the Finanoe Department It has to watdi IIm» 
iwogress of revenue and expenditure and d» differenee ha 
die cash transactions <)n the one band and the state of dsa 
money omrkrt on the other. For this purpose the depart* 
jxwstf malutaius Jt mgriiet fte^gittar 4^ 4 Imak remSs' 

tor- The former giv«* »t»ti«ic8 about the ffloMy manSg"' 
htUdy for reference purposes. It contains daily quotathma 
of treasury bills, gohl and silver prices in l^mbay and 
Lemdon, prices of coUqh, call money rales, rates of dboount; 
bank rates, pricM of government securities in England and 
India as ascertained from brokers, etc. The bank register 
shows week by week the government balances with the 
Bank, the result of ordinary transactions, sales or discharges 
of treasury bills, wayg and means advances, discharge of 
loans, flotation of new loans, purchase of sterling, etc. Thia* 
weekly statement is tampered with tlie weekly estimates, 
spokm of above, and a report is prepared for government 
ahowtng how the balance has been arrived at and explaining 
any large variations <jf dosing balances from the estimate 
which is analysed in the light of actuals. 

Resource 

Resource is concerned with the problem of keepii^ 
wilknnaif at cftiferenf p/aces to make the requiatto 

payments. With the estabiis^ent of the Reserve Badi 
roKMiroe work has beep transferred to it Govemmenu are 
now concerned with tWo problems : (i) to keep at all timea 
dm minimum cash balance agreed upon with the Baidt and 
(if) to keep sufficient oadi in treasuries, which do not baidt 
wiA the Reserve Bank ©r the Imperial Bank, for the day to 

requirement. 

jia regards the farmer the Reaerre Bank informa each 
FSeovinetal Covemment by telegram at the end of each wedci 
#lhe doee of hit%inesa on Friday, of dai cuh hajanna 
to ila faedit. If requiiied the Baah ii pcepated to hnaidk 
xeporta of daily hekutoea. The Central C oron waw i mmiA 



ialotmiiiiMi 4til]r «oaiider^ bodi the VB^tme of ptynwli 
wbA luye cic* over vrlitd^ ^hef ere ^MteedL 

At r^genb the Uttw e normal treatury halaiioe ii fixed 
hy fibe flmoioe Department for eadi treaau^ and the auh* 
tveasttrkta aohordinate to it. The Treaaury Officer fixea the 
halanoe for each sub-treasury. This balance is so fixed dwt 
idule all local demands may be met there is no useless lock* 
iim up of funds ; for if treasury balances are kept low die 
balan^ with the Bank will he proportionately largnr. 
Treasury Officem are responsible for keeping their treasury 
and 8ub-treasur>- balances as low as possible and depositing 
all excesses over normal balances into currency chestSt^ or, 
if there is no currency chest at the place where the excosa 
occurs, for remitting them elsewhere. Treasury Officera 
submit reports of the cash balances in the treasury and sub* 
treasuries every week’ to the Finance Department whidi is 
ditiB able carefully to watch the weekly balances, in order 
that any tendency on tlie part of the Treasury Officers to 
maintain unnecessary balances may be sternly discouraged. 
Owing to the many formalities connected with the transfer 
to and from the currency chests, there is less incentive to 
operate on them. The Treasury Officer is, therefore, calhMi 
upon to give a satisfactory explanation whenever the halanoB 
in the treasury exceeds the normal prescribed amount. 

Government has further die help of the ways and means 
atatements from various departments, which give period!* 
cal forecasts of anticipated receipts and disbunemema 
during the remaining months of the year. With the he^ 
of all this information government is in a good poritimi to 
learn what the cash position is likely to be from mondi to 
SBondi. 


CvaxENCT Chests 

The assets of the reserve of the Issue Deparfmmit of 

|. S« beltnr Cnrrauf Ckttlt for enfanatioa. 

Z Aeeoanti of tRO-treasoncs ore orauif dooed Miae three to live dare 
ia adeaoea lo aa to be incl adc d in the nanthiy ifcaearf acenanti. 
And. flicRfore. Uw c orrect balance In tfw fub-treafory for Uw isat 
weak of Sbe m oot b (after Um a cc oM B ia are doead for tha nondi) is 
JndsMi in tiae iurit node of Uw next inaaili.' 
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#B llMirw Bmk autjr Isipi in aiijr pMt «i IwUb I wibit 
li nqpitied i« tbia die totel of the iwerto dnaiU mat Im 
oOoimd to fall bdoir dio toUl amoaot of aolM in clraala^ 
tion. Homb cumocy dwata are pronded at dialricl tna» 
•Viiea and aul^'lreaaiMka. Tlieae eumncy cfaaata coaiain a 
jpoition of die aaaeta of the laaue Department ; iitfo dwn all 
awpluaea of caah over the reguiremoita of the treaaniy are 
dapoaitod. Tbeae currency cheata are entirely dlffeieat* 
ixom the treaaury cherta which contain treaaury balanoea ; 
•ad even their aooounta are outside the general treasury 
oooounta. Remittance from one place to another is made 
by depositing a certain sum from the treasury into die car* 
remy chest at one place and transferring an equivalent sum 
from the currency dicst to a treasury or the Bank in anodier 
plMe.^ Henw by a deposit into the currency chmt diere ia 
a corresponding increase in the government balances wMh 
dbe Reserve Bank. Hence also in effect there has been a 
transfer of funds from one place to another without the 
dangers and difficulties connected with the physical ooo> 
vpjranoe of die funds. In this way surpluses in ^ dialricia 
on be transferred to provincial headquarters. Besides, aa 
it ofren happens, some treasuries during the revenue season 
have substantial surpluses, though for the rest of die year 
ffiey are deficit The currency chests provide a way to keep 
funds ready for use later on, thou^ for the present die eon* 
tents of diese chests may be used to s tr eng tb eu government 
b a l a n ces at other places. This avoids the necewity to remit 
funds to die treasury during the deficit season and frcnn die 
treastt^ during die levenue season. Normal balances are 
described in March for the different months of the year ; and 
by memis of currency diert transfers die govamnent ie aMe 
In maintain halanoee without the necessity of hsvmg actully 
ta remit funds to and fro and thereby incur heavy remittaiioe 

By dm use of currency chests, dierefcure, xoaoomj of. 
miitaflic currency is jHunKited, operatione of die Mua 

S* Hsilt SM MSsnW thsaU pronr M sd fst the two r u rs nsts. 
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Dy itw w n Ibeililaled* tad unw e n a war y aMWwa nli irf oidn 
aaw Mlea avoided. H ow eve r^ if a treamry ie oosalaMly 
and koaviiy in defied tbe cnmacy cbeatB v^ not be able 
to pK o ve wt an aelnal tranler of eaib for all tsme x a 
will be foac had when meb a tramler most be made. 

Operatioiii on curraicy cbe^ abo help to expand^ ot 

contract die note imae without affecting the equilibrium of 

aaeeti and Uabilitiea in tbe diesta. There are four waya of 

operating <m tlw currency cheats : (a) there may be a widi> 

<tewal of rupees and the opposite payment made in rupees 

alKK then dim is no change, or (6) there may be a with* 

drawal of notes and the opposite payment also in notes, 

dien again there will be no change, (c) But if there is i 

wididriwal of rupees and the opposite payment is in notes, 

Aen die note issue is contracted against a diminution of 

silver backing, and lastly (d) if for a withdrawal of notes 

the opposite payment u in rupees, then there is an expan* 

akm ^ the note isaue against an expansion of silver reserve 

in die cdiesL 
a 


The Problem or Balances 

WiA regard to balances the government has to follow 
diree principle : (a) s afety, (b) economy and (c) adflo uacy.ir 
We ou^t to see bow thiTg^erninents Tn India (Xiroply wiA 
dtese principles. 

There is no gainsaying the fact that safety is very 
esaentiaL Government cannot undertake risk in any way. 
even tboui^ an invesUnent may promise a good return. 
And furtber it must uke proper measurea to safeguard the 
cadk and valuables in its outody. Both diese oooditions 
are fnlfiUed. The belanoes of government are in traesuries 
er widi die Reserve Bank under proper aahigiuurds. Tbe 
fovenment does not aim at making a profit at all, and so it 
it not eimeemed about making in v ert ments in shares or 
edber f f f mi j fi fif , 

I. AmUmt vaw to exaaotf the carf s asy dariaa the msscb i* l» iame 
setossi tmie VBto oi fs dw* w im* 



fsiANCXAL 4iniifntnuTioir m dim* 


Eocmomy i» appredated by all. To manage vitii as 
low a balance as possible shows skill and ability. Beaodes 
the smaller the got^mment balances required, dm leas 
interest charges have to be paid and more ^nds are |daoed 
at the disposal of trade and industry, as fewer and smaller 
liorrowings are necessary. A large cash balance means 
imposition of taxation or flotation of a loan and paymmit of 
interest It means money lying idle witli the government 
without earning inierest, which might have found profitable 
employment in trade and commerce. 

Adequacy is essential fur government prestige. 
Government cannot afford to postptnie payments until the 
treasury has sufficient cash at its disposal. Hence govern- 
ment must watch over its cash jxisition not only over the 
whole year or a moiilh hut every week and every day, because 
goveniment business is i ontinuous. 

To manage balaiu'es re<|uires skill and ability, a 
knowledge of the requirements of the administration and 
of the money market, and also the trends in business an^ 
commerce. Tlie Ontra! Government has a heavier task to 
perform than the Provincial Government ; liecause it has 
not only a very much larger volume of expniditure 
(greater than all the Provincial Governments put together), 
but also a very large area to cater for and sterling obli- 
gations to meet, even though all its income is in rupees. 
There are questions of exchange and currency to be faced 
for which knowledge of policies followed by other coun- 
tries e.g. the U.S.A. is necessary and also knowledge of 
general world conditions. 

l 

We may divide balances into three kinds : (o) treasury i 
balances. (6) bank balances and (c) balances in Enf^and. ' 
We have already spoken of the first two. Treasury 
balances are those required to meet demands on treasuries 
not seorved by banking facilities. A normal balance for 
eadi treantry is fixed by the Finance Department Bade 
balaiioes aie die balances of the different govenuneots widi dm 
Reserve Bank. Minimaro balances to be are agreed upoit 
and die Bank is empowered to charge i n terest on dc fi ciea ri tok 
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*I1m> nistiom of tlw Reserve Bank with the govern* 
asents are deak with in chapter XII. SuSoe it to My h«o 
that the Bank is bound to accept moneys tm account of 
the govmunents and the governments in turn are bound 
to keep all their balances with it free of interest. In 
addition the Batdc carries out exchange, remittance and 
other banking operations. The Bank advii»<» the different 
governments about the conditions of Uie money market and 
the best time for iKtrrowing. It makes ways and meana 
advances to them and issues treasury bills on their behalf. 
It works out the poveniment balantes each day, every 
week and every niontli. The rcconi ilialion of the Bank wim 
treasury hguros of tran>a<:tions as given in the act^ounts is 
important for verifying the correctness of the final figures ; 
in reconciling the figures sfiecial attention is required to 
Iw paid to remittatu'cs in transit. The Reserve Bank 
manages all the resource operations, so that it has taken 
over the functions of the Controller of the Currency and hia 
department. 


Balancks in England 

luistiy we come to the ha lances held by the govern- 
ment in England. There is a large amount of expenditure 
to be met in F.ngland and it has to Lie met in sterling. 
The provinces have no work in this connection because all 
sterling transactions on behalf of the provinces are taken 
in the first instance against central funds, and later otl 
adjusted against provincial revenue. Before the Reserve 
Bank was established government purchased sterling in 
India from approved banks and firms, and then by cable 
the London agents of the l>anks and firms were instructed 
to pay sterling into the account of the Secretary of State 
at the Bank of England. The Government of India there- 
fore 'paid in rupees from its balances and got sterling to 
its credh in England. Now the Reserve Bank £«ys 
sterling from the Scheduled Banks (it is empowered to do 
so by S. 17 (3) of the Rowrve Bank of I^ia Act) and 
aupplies it to the government at a rate of exchange 
dqwndhm; oo the prerailing maricet rates. 



A$ the balaiioe of tndc it nonnally in Indit't fivonr, 
it if not difficult to obuin tt«rii^ ; for roerditnts tbimui 
mutt pay their cieditori in India in rupeet. Henee the 
loreifn merchant buyt rupeet and the government bnyt 
•terling for payment of ht eterling diargm. DifimUtiet 
arite when owing to adverse agricuitural oonditioot the 
balanoe of trade it against India. The Reserve Bank wiU 
then sell sterling because it hat the duty of maintaioinf 
dw ratio. 



CHAPTEK tX 


AUDIT AND ACCOUNTS 

Kuepinc of accounts is the function of th« executive* 
of the agencies that receive or spend moneys. Consequently^ 
noooonts should have been dealt with in the chapter on tl^ 
execution of the budget. But in India the system of audit 
and accounts is peculiar for two reasons ; it is centralised 
and combines both functions for the most part in one 
agency, the Auditor General. This centralisation is a 
legacy from the days when the Government of India was 
also centralised, and the provinces were wholly dependent 
for their functions and powers on the Governor General in 
Council. Even today this centralisation continues, for 
though the provin<^s are entitled to have their own audit 
and accounts authorities, they have not availed themselves 
of the opportunity on financial grounds. The advantage of 
the centralised system has been a uniformity of accounts 
throtti^ut India which is so essential for the presentation 
of statistical and comparative information for the whole 
country. As a result of this centralisation all that is said 
in this diapter, with such exceptions as may be pointed out, 
applies both to the provinces and the omitre. 

But the more serious peculiarity of the system is that 
the accounting and auditing functions are entrusted to the 
seme agency. Sudi an arrangement cuts at the very roots 
of audit, and on principle stands condemned. We, there* 
fore, have to see in what particulars this defect has been 
mitigated and whether the system functions effecttvely. 
We Aall speak first of accounts and then of audit, reserving 
cridcsem and suggestirms for the end. An experiment woa 
tried in the Unit^ Provinces of separating accounts from 
amiit, but was given up w^ the onset of the economic 
dcfneasion in 1931. The Secretary of State gave his sane* 
tien to die imp on grounds of economy alone, leavh^ tbs 
ipieetioii of prWple Hill open for diarnkm. 
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Hie reeuit of diese factors has been that the Aaditor 
General has heocune the bead of a very large administrative 
di^rtment, which we have set forth in some detail in 
ehafiler IV. Some of the other pecularities of the 
Indian audit and accounts system have been mentioned 
in dtajAer 11. 

A. Public Acconnu 

The Auditor General and Accounts 

In the splierc of accounts the Auditor General is 
empowered, witli the approval of the Governor General, to 
prescribe the form of the federal accounts and give direc- 
tions on the methods and principles of keeping the pro- 
vincial accounts and i» required to perform such duties 
and exercise such powers in relation to l>oth federal and 
movincial accounts as may l>e prcscril>cd by an Order in 
Council or rules under it or by a sulisequent Act of the 
federal legislature varying or extending such an Order.^ 

These duties and jKjwcrs are made explicit in the 
Government of India (Audit and Accounts) Order^ which 
deals nut only with tlie Auditor General's accounting but 
abo his audit functions, witii questions of his appointment 
and that of Provincial Auditors General, if iieoesaary, and 
with the relations of the Auditor General of India with the 
Provincial Auditors General and the Auditor of Indian Home 
Accounts. 

By tliis Order the Auditor funeral is responsible for 
the keeping of tlie acx'ounts of the federation and of eadi 
province except the accounts pertaining to railways, defence 
■ervioes and transactions'* in the United Kingdom,^ which 
aie kept, as in the British financial system, by an acoouni- 
iog organisation attached to the executive departments 
aad di^ct from audit 

1. S 2. S. i66 (3). 

3 , Kcraittsr rrferred to a» the Audit aod Accounts Order or Mntply 
the A.A.O. It is framed under S. i66 (2) and (3) ; S. iTO (3) 
and S. 309 (i>.-Vide Appendix I. 

4. Of me ItK&s Office and the Office of die High Cnmnuoancr for 

laiia. S. AA..O.. pan ti (i>. 
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But if the Auditor Cenerel keeps the leoords of such 
• Ui^ pozdon of the trsoMctioiw, audit would be peifiectly 
meanin^eas. because the same agency that ket^ the 
aooounts would then be auditing Ihenu To avoid ^ts 
seriwta fault the Governor General i« empowered to relieve 
the Auditor General of the responsibility of kecking 
accounts of any particular class or character.* Conse* 
qfuently, under the Initial and Siih.<idiary Accounts Rules’^ 
the Auditor General has liecn relieved of the task of 
keeping treasury accounts, initial and sulwidiary depart- 
mental accounts, accounts of stores and stocks, and 
commercial awounls ; though he retains the authority to 
determine Uie dates on which treasuries, oRtces or depart* 
nients should submit their initial accounts to the accounts 
and audit offices under his control, and to prescril>e the 
form not only of the accounts rendered hut also of the 
accounts on which they arc based, 'Fhe Auditor General is 
thus enabled to issue changes or modifications in the form 
of initial accounts without seeking on any occasion the 
Governor General’s approval under S. 168 of the Act ; 
though in practice the Auditor C^eneral uses this power only 
when the modifications in the form of initial accounts 
follow directly on changes in the form of general accounts 
or are not inconsistent with the h>rm of general accounts as 
approved by the Govenior Oncral.* When the accounts 
of a tlepartment are not kept by the Auditor (General, the 
form of initial amiunts determined by the defiartroenul 
aoixmnting authorities is deemed to have the sanction^ of 
the Auditor General, unlc^is questioned by him with the 
approval of the Governor General. 

The Audit and Aixounts Order also provides Uiat the 

Governor General for the federation and the Governor for 

die province, after consultation with the Auditor General, 
may make rules to relieve him of the duty of keeping the 
accounts of any particular service or department.^ This 
provision will enable the separation of accounts from audit 

1. HwL. mn II ( 3 ). t. Vide Aptxndix IV, 3. Accoont Code, srtkic 3 . 

4 . Repaired tnder £L o( the Act snd Rule 4 of the Initial sof 

SabsidiaiT Accoonu Rnics. 5. A,A.O,, pars it (s). 
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widioM reooane to A cbftnge in tiie Older in CoBDciL The 
qaeilion of this separation is in pdndple an opeo qoestioo ; 
and dns clause provides an easy way out dioiild arise. 

The Auditor General is responsible for drawing up die 
Appropriation Accounts, should be keep the aoommtSv and 
in any event for compiling the Finance Accounts of the 
federation and of each province for submission to the varioua 
governments on dates ^ed mutually by them and the Audi* 
tor General.! The uniformity of accounts in the past 
facilitated the publication of a consolidated General Finan- 
cial Statement for the whole of India. As the provinces are 
now autonomous units separate Finance Accounts are com- 
piled for the centre and for each province. For the sake of 
continuity and comparison with previous years the Auditor 
General is required to prepare every year, in such form as 
he with ^ concurrence of the Governor General may deter- 
mine, the Combined Finance and Revenue Accounts,^ vdiich 
cmistitute the final accounts compilation in India and are 
presented to the Governor General. 

Though the Auditor General is entrusted with account- 
tng functions, he is required to comply with the goieral or 
specific orders of the Governor General or Governors, as 
the case may be, as to the head of account to which any 
specified transaction or transactions of any specified class 
are to be taken.^ The Governor General in issuing any such 
order has to exercise his individual judgment after con- 
sulting the Auditor General. As accounting is really an 
executive function, the power of the chief executive to past 
final judgment on the recording of a transaction must be 
conceded. The Auditor General may, however, cpiestion 
the classification in his audit reports. 

The Auditor General and the executive are required 
to pve mutual assistance. In a system of combiiMd accounts 
and audit die auditor is in a posititm to supjdy a good deal 
<d financial information to the executive. The Auditor 
General must furnish the Central and the Provincial Gov* 
oimMidi .wiA sudi informatioa as they may reqnire from 
1. 11 (9). Z Ibid, la d nid, tl <5>. 
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ttoM to tiam and anuatanoe in praparatg the bodfet ilale« 
mant,* aa iIm accounts he keeps enabie him to do. On the 
<^her hand, the executive must supply tlte Auditor General 
auch information aa he may require to cx>mpile his accounts 
or prqpaie his reporta.-^ 

In order to maintain a high standard of accounta tiie 
Auditor General has authority to inspeti any accounta offioe 
in India, whether central or provincial, int'iuding treaauriea 
and departmental odHos keeping their own initial and aub* 
sidiary accounts.^ Tlie»ie in»)>e<'tions give him the advantage 
of correcting itiislakeH of prcH'eduro or principle, of giving 
penoiuil iniilructiofi, and even of knowing the special difli- 
«*ultM« that may U'set any particular office. 

The Auditor ('r«“ncral hah no statutory obligation to 
keep the a* counts <>f the Crown Ucprescnlntive, but it lias 
lieen arranged that he should keep them and prepare the 
Appropriation Accounts, 'flic methods and principles to 
1 m’ followed arc determined by the Crown Kepresentative 
after amauilation with the Auditor General.'* 

To summarise, the Auditor General of India is 
resjwnsihle for keeping the m c ounts, ctccpl the initial 
accounts, of the provinces and the federation, and preparing 
the Appropriation Accounts, the Finonce Accounts 
for the centre and each provinc*", and the Coin- 
bioed Finance an<l Revemie Accounts for the whole 
of India. TIu* aicuunis of the defence services 
and the railways, of the India Office and the Oflioe 
of the Higli Gmimissioner for India are kept hy their own 
aeoMuiting organisations who also prepare the Appropria* 
lion Accounts. The Auditor General is re<|uired to furnish 
such information gathered from the acr,'ounts as the central 
and provincial executives may require end assist tlrnm in 
prepnring their annual budgets. The executives on dieir 
part are obliged to furnish the Auditor General with sudi 
infonnalioo as be may require for preparing hit aocotmts 
«mI reports. He is empowered, except as regards 

}. nUL, IS. 2. Ihid, i6 (ii). A Ibid.. 17 . 

A ViOc Cb. XIV. The Creem RtfrtitnMivt't Deparimnt. 

IS 
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ipyolmiiiNacHi of oeitein ttatrawntt and reports* to dekpie 
m kmAurity to hh stibordiosle officers for soy of the doiilos 
he iuu to perform.^ 

OenekAL Principles and Methods op AccoltifTS 

Before dealing with the different accounting prooeases 
and the part played by different agencies in working np the 
accounts to the final stage, certain general considerations 
bearing on accounts ought to be made. Some of the prin* 
cipies on which the accounts are based find expression eithtor 
in the Act or Order in G>uncil, others are determined by 
rules issued by the Auditor C^nera). We have seen above 
that the Auditor General has the statutory power^ to prescribe 
the form of accounts, and the general principles and 
methods on which they should Ik kept. These directicuis 
together with other matters relating to accounts are con* 
tained in the Account Code.^ 

1. There i.s a public account or consolidated fund for 
each province and for the centre. There is no explicit 
aanction in the Act for the public account ; it must be 
infmred from S. 151 which empowers the Governor General 
and the Governors to frame rules for securing that all 
revenues^ are paid into the respective public accounts and 
1 . Vkfc A.A.O., para 19. 2 Vide S. 168. 

3 . The Acrotmt Code i»siied by (lie Auditor General with the approval 
of the (kivernor General it cbvidttl into four volumct. Voi. 1 dealt 
with the general priiKipIrt and methods of accounts and Uie main 
directions under S. 168. Vol. ft contains the directions rdating to 
initial accounts kept by treasuries and the form in wluch these accounts 
ahould he render^ to the Audit and Accounts offices, and sttnilirly 
VuL III contains die directions on initial and subsithary acooonta 
and tlic form of accounts kept in the Public Works and Forest 
Dtpartroents ; and sanction for these two volumes is S. 168 or 
dautc 4 (h) of the Initial and Subsidiary Accounts Rules. VoL IV 
Xives the instructions relating to the form in which a c coun t s in 
account offices are kept and the procedure to be adopted in fce e p i fig 
tiiem. Authority for Vol. IV is S. 168 or AA.O., para 11 fi). 
accordiaB ns the rules relate to form or directions. 

Ttie reven u es of the federation or province are defined to iadtide 
aB revenues and public moneys raised or received by them re s pectively, 
mAjed to assignments of the whole or part of m net ^ooeeds ii 
^tsertahi faxes and duties to the provinces and Federated Stales and 
to the tiatutory provisiom reiatme to the Federal RaBway 
AiRbority.'-'S. i3& 


4 . 
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tat die inocedure lor ptyineiit of monef* ^ 

the eocoiaitf wididrewal or cuiiody, end odmr eadUery 
niet^s. 

% .Government accounts are on a cash basis ; they 
record w a<^ual cash receipts and disbumeitients during 
the fiscal period^ and thus make possible a prompt oloaing 
of aoeounts and early preparation of an accounting state* 
ment. 

3. The fiscal period in India is the year commencing 
from let April, with reference to which all accounts are 
prepared.* When it is said that the year ends on 31st March, 
it means that no actual transaction after that date is accounted 
for in that year. Tlie accounts, however, are kept open till 
July for the completion of various accounting processes, 
e.g. adjustments, closing of suspenstr accounts, correction 
of mistakes in posting and classification and so on. 

4. Cash balances in the differcnl public: atoounts are 
held in the treasuries or the Reserve Bank or its agent the 
Imperial Bank,^ unless otherwise provided for specifically. 
The treasuries compile the initial accounts ; the Reserve 
Bank does not compile any account.^ hut carries on the 
general banking business* of tiie provincial and central 
governments. The Central Goveniment operates on all the 
oflices of the Bank the Provincial Goventment on those 
oflSces that are situated within the area ol its jurisdictioD. 
Hence the Reserve Bank keeps two separate accounts of cash 
transactions, one for the Central Ck>vemment and Um other 
for the Provincial Government. All transactions dtat con* 
not he taken directly to the account of the former are 
recorded in the latter. Each ofiice of the Bank sends ae{Mrate 
daily statements for central and provincial transactions with 
supporting vouchers to the Treasury Ofiicer or Accountant 

1. Vkfc A.A.O.. fArac ii and tx 

Z Namdr. the branches of the Imperial Bank, where there U an oihee 
of tlK Reserve Bank. 

Z Rweipt, collection, deposit. parnKnt and remittance of moneys. 

4. *Baiik‘' refers to the oflices and branches of the Reserve Bank 
amt ^ branches of the Imperial Bank of India acting as agents of 
flat Sesem Bank 
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GmmtL At dbe ood of iIm sMiidi tlw baiaaee* «l 
acseoWBtf are tnatfened^ to die Cndnl Aceomtta SeeliM^ 
of the Resenre Bonk at Calcutta wbidt maintaiiis die laR 
aooountt of the balance* of the centre and of each prorinoe* 
and acta at a general Clearing Houae for the adjuatnient of 
tranaactiona between different govemroenta. Th^ adjuat* 
matt* between province and province, and between die 
centre and a province are intimated to the C.AJS. by the 
Accountant Gawral of the province in whidi the tranaae* 
tion baa taken place ; and the Section communicates die 
tranafera effected to the Accountant General concerned at 
the close of each day. At the end of tlie month, the clcwii^ 
halanoe of each government, after taking account of trans* 
actions at all offices and of all adjustments, is forwarded by 
the C.A.S. to the Accountant General concerned. 

5. With the introdu('lion of provincial autonomy the 
treasuries within the jmi^diciion of a province belong to 
that Provincial Gfwenimcnt, and the cash balances they 
contain, therefore, form part of the provincial public 
•oomuit. When a treasury carries on the general banking 
buameaa of the government, moneys received or paid on 
behalf of the centre are in tlie first instance taken against 
the provincial cash lia lance, then adjusted by the Accountant 
General concerned, either when he receives the monthly 
treasury accounts or more frequently if required'^ tfarou|^ 
the C.A.S. Transactions of other provinces are similarly 
adjusted. In the central treasuries, which belong to die 
Central Government and which include those situated in the 
* administered areas,' transactions of provinces are taken 
against central balances and then adjust^ throu^ the CA.S. 

6. The accounts maintained in India are in rupees ; 
aooounts in Eingland are in sterling. All sterling txanip 
actions relating to the centre or provinces are passed on 
molidily to India and recorded in Indian books after beiiig 
coayerted into rupees. In the Finance Acoooitts of dMi 

1. U ler a Ixwidi of ttw InserisI Bank, tbn tt w wi g h Uk Oanlftt 
Acesasis OAot of tiwt teak in Cskoiu. 
i. Psijurrid to iMmftor as tlw CA.S. 

A Weekfir to mtoe {nqwnUy 4e p e n d in » on the a awto S «f w ss Hnw 
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Cmml CoveriniMiit all tnittactiont are ^own ta mpm ; 
in die Gnniifeied Finance and Revenue Aoconnta tranaMldoiM 
ol a i^enninelf sterling chararter’ are shown both in rapees 
and in sterling. 

7. To arrive at the cost of a service or undertaking 
aooMints must be kept on a oimmercial basis. GoventDMmt 
aooounto being on a cash l>asis are unsuiled to oommerdal 
purpoaes. Hence for the maintenance of capital, manulac* 
taring, trading and profit and loss accounts the actual trana* 
acliona are entered on pro forma accounts which are outside 
and in addition to the regular and general accounts of the 
government. These pro forma acuiunts are maintained by 
the commercial or quasi-commercial departments themselves 
in such form as may lx* agreed upon by the Auditor General 
and the government concerned. 

Again in commercial accounts the principle of double 
entry book-keeping is followed ; government accounts, 
however, are kept on the single entry system. But the double 
entry principle is used to maintain a set of technical accounts 
call^ die Journal and Ledger to bring out by a scientific 
method tlie balances of accounts in regard to which the 
government acts as a banker, remitter, borrower or lender. 
Such balances are of course arrived at in the regular 
accounts ; but they are verified pruiodically by reference to 
the balances brought out hy the double entry accounts. 
Separate journals and ledgers are maintained for the centre 
and for each province. 

8. The form and classification of accounts i* very 
tmpoilant in any system of accounting. The more scimitifk 
the form and classification, the greater (he information that 
oui be deduced from the accounts. As we said before, it 
is the duly of the Auditor General to prescribe the form of 
•eoomtfB ; and if comparison is to be made betwemi the 
phuMind end the executed budget the form of accounts and 
the fonu of the estimates must be similar. In {uraettee the 

I. ««. Mw, OepoMt advmnoM, etc. Tlxac are tneia ia itetlina bt the 
honla oi the Secretsrf of Stale awl the High Omtaitmoatr for 
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lorm ol aoootinte d^ermiaes ndier than followi tlw lorai 
o| ^ o^mates. 

There m first the constitutional classification of eiqpeii* 
dtture into * charged ’ and * voted *, and into * revenue * and 
* capital \ Next from the accounting point of view govern* 
ment accounts are divided into (t) Revenue, (ii) Capital, 
(iti) Debt, and (ic) Remittance.^ Revenue deals with 
current revenues, such as taxes, and expenditure therefrom. 
Capital deals with expenditure undertaken with a view to 
increase concrete assets of a material character or to reduce 
recurring liabilities. Debt comprises receipts and pay- 
ments by government acting as a borrower or lender. 
Remittance includes all merely adjusting heads and hence 
does not ap|M!ar in tlie final accounts. These four diviaimis 
are grouped into Sections- distinguished by the letters of the 
alphabet, a double letter shoHing the capital portion of the 
particular set of transactions. Ka<‘h section is divided into 
major heads'^ which form the main units of classification. 
Major heads on the receipt side of the revenue and capital 
divisions are marked by Roman numerals, those on the 
expenditure side by Arabic numerals. 

The major head is divided into minor heads and 
these into still further subordinate heads called detailed 

t. The first <IivbiiHi <leals whh tlir pri)ccrtis of uxation and other 
receipt* chxted as revenue and the expenditure therefrom. T*he 
aeciirid division <lcali witti expenditure met usually from borrowed 
funds, stich expeiulifure bciiiR incurred vMih the object either of 
incrcasina concrete assets of a material rluractcr or of redudnx 
recurring liabilities such as those (or future pensions by payment 
o{ the capitalised value, and also final rrreipts of a capital nature 
intended to be applied as a set-off to capital expenditure. The 
third division cvwnprises receipts and payments in resp^ of which 
goveriunent liecomcs liable to repay tlic moneys received or ha* 
a claim to recover the amounts paid togetlier with repayments of 
the former and recoveries of the latter. The foordi divuiaa 
emhraees all merely adjusting heads, under which appear renuttancea 
of cash between treasuries, as remittances by bills and rcmittauice 
transfer receipts, as well as items in transit between Afferent 
branches of the accounts de^rtment includkig accottntmg officer* 
in England. The initial debit* or credits to the besnls in tfaja 
divhiian will be cleared evcmually by corresponding receipt* or 
fMkyments citber within the same drcle of account or in aaothw 
accoant drde.— 'Vide Account Code. Vol I, artidc 34. 

2. VUe Appnidn XL S. Vide Appendix XV. 
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iMwb.* SMMiines the minor head n divided into nib> 
heeda and each auh-head into detailed hmida. In all 
sooonnta the major and minor heads are to be arranged in 
the exact order aa shown in the * l<ist of Major and Minor 
fieadi and the prescrilied rlassiHcation even aa n^ptrda 
nomenclature has to be followed strictly. Should need artae 
to introduce a new major or minor head, or abolish or change 
the nomenclature of an existing head the approval of dm 
Auditor Ceneral-* and sometimes of the Governor General 
is required, llie .Accountants (ieneral have the discretion 
to open all the prescril>cd detailed heads and even a new 
one if it is really essential.'* Tliesc strict regulations to 
secure uniformity arc essential for correct compilation, con* 
solidation and comparison of accounts. 

A third consideration of accounts classihcalion is from 
the administrative jwint of view. Our system of accounts 
is based primarily not on the objects of expenditure or 
grounds on which it is sanctioned, but on the departments 
that spend the njoncy. This provides, as was remarked in 
chapter I, for efficient administration and financial control, 
but makes it difficult to calculate the exact amounts that 
have been spent for a particular purpose. 

General orders-’' and detailed regulations governing the 
classification of transactions in accounts are issued by the 
Auditor General. But the (Governor Quicral and the Gover- 
nors, after consulting the Auditor Oncral, are empowered 
to issue general or special orders as to the bead of account 
under which any specified transaction or transactions of 
any specified class is or are to l>e included. 

1, V«<fc AppctKli* XII IR) 

2, PtiMisiMd by ihe Aixlitor General, 

.1 Chansc* in the form of aerount* are alwayi brousht to the mike 
ai the legistatiirc ami the puMk who misht otlierwtM be tboroughlr 
misled. 

4. Detailed beads are to be roultiidicd unnecessarily; but if they 
are opened they shotild be placed within the minor head a* ip«sm 
in the Appros-^ List and as near a« posnbk to the licad whkb 
it reptaon or to wliich it I* added. 

5. Resarding pay and allowances of goirer n wie w t servanU, travelUac 
Mammace*, rtfuadt at advances, csmtiibutiom inatK to or by * CW- 
enWMsa, expenditure on civil works, etc. 
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9. Oa die generml medtode of aocoonle fear peile 
deierve iqpeciaJ iH^tiae. First, receipts or duurfee pettsm* 
ing to nuMre Uuui one head of aoooum are for c on w m IeBe e 
bodluMi in the first inrtance tinder one of the heads^ and 
then adjusted before the closing of the year. Secondly, ea* 
penditure of a capital nature in commercial departments 
or undertakings is first debited to a capital bead outside 
the revenue account, and what is financed from revenoe is 
dien transferred to the revenue account. The reverse is 
the case with other departments, unless there is a project 
which government decides to finance from lioirowings or 
non*revenue sources, when expenditure is debited initially 
and finally outside the Revenue Account. Thirdly, sdien 
government undertakings are conducted on commercial 
lines, the essential formalities of commercial accounts must 
be observed. In these cases commercial accounts are out* 
^e the regular guveniment accounts, though heads of 
accounts, as far as possible, are common to both, and so 
■elected that the monthly classified account may be easily 
prepared from the General Ledger, lastly, the accounts of 
each government work from balance to balance. The 
closing lialances in the acraunts of each month work up to 
dm general cash lialances of each government in the 
treasuries or at the Bank at the end of each month. 

Systkm of Accounts 

There are five stages in the compilation of accounts in 
India. The first stage is that of initial accounts wfaidi may 
be recorded in the treasuries or the departments. All cash 
receipts and disbursements, central and provincial, pass 
through a treasury or the Bank. The initial accounts are 
maintained at the treasuiy, except tliose of certain dqiarl* 
iiienta,^ whose transactions are shown in the treasury in a 
hemp wim and whose detailed accounts are kept by the 
dcpaitmental officers concerned. 

1. ag. srilant docitet tor tuppiy of water from irrigatioB cants are 
imBtfBfiliirl with tfie land revenue, the anwiini » first cro d h a d to 
"land Revenue " and the share due to iirication is then tisnforfed 
iaidbe inigation revenue bead. 

miMty. the Railway, Defence, Posts and Tekcmalis, PSUk Wortes. 
Piftst and oUier deoartiacau so antfaoriied. 
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Tlw WQQtMi ttafie is the vahaamioa ol BMO^y moommtM 
t» llw Aoootaito Oilers, in th« pitivitwes to tile Aieoomalfmak$ 
GaMimL Provincial treasuries sulnnit separate aoootnite 
£» &e provincial and central goveninients, though neural 
treasuries furnish only a single account. > Departmeaial 
officers submit their accounts — some in the form of suitahle 
abstracts of transactions classified under prescribed beatk 
of aooounts — to their respective Accounts Officers. 

Ilie third stage is the compilation by Accounts OffiocM 
of Departmental Classified Abstracts from the material 
furnished by treasuries and dc{Mirtmenls. Such an abstract 
ahows the monthly receipts and payments relating to each 
department for the whole account circle, classified under 
the relevant major, minor and detailed heads. I'hese 
abstracts may lie maintained for each department or group 
of small departments, or e^tch major head or group of 
major heads of account not relating to any departnient. 
All adjustments of accounts are incorfioruted in Uiese 
Claasifi^ Abstracts which thus include monthly all transac- 
tions of whatever nature connected with receipts or 
payroMits pertaining to a department or major head of 
account 

From Uie Departmental Classified Ahstracts, separate 
Departmental Consolidated Ahstracts showing the pro- 
gressive totals of receipts and payments month by month 
under major, minor and detailed heads are compiled, ami 
diis is the fourth stage in the system of accxiunta. These 
Omsolidated Abstracts are maintained for each departnient 
or major head of account or group of departments or 
major heads as found convenient. Tliere are separate 
Claaaified and Consolidated Abstracts compiled for the 
central and provincial departments. 

Transactions under debt and remittance heads 
niqpearing in treasury cash accounts and list of payments and 
dqMutaaeiital abstra^ are collected for the wl^le circle 

I. PmviiKiBl tnenctiam or lsk«n to an appropriate reminaiice bea^ 
ttna iB a adjatmmis. 
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ol Moount under eadi head of acoount litQni mondt to umm^ 
in a Detail BooL From this Detail Book a Conaolklaled 
Abrtnu^ is prepared showing progressive tcrtals ^ major, 
and, if necessary, minor and detailed beads. As before, 
separate Detail Books and G}n8olidate<l Abstracts are com* 
piled for the central and provincial transactions. 

From the Consolidated Al>stracts are prepared the 
Abstracts of major head totals showing receipts and dis- 
bursements by major heads for the month, and this is the 
final stage of compilation. From the Consolidated Abstracts 
are also prepared the monthly and annual accounts of the 
centre and the provinces. At the close of every month the 
rash Iwlances in the Ix^ks of the Accountant General is 
reconciled with the ha lances as shown in the treasury cadi 
accounts and the closing halances received from the Central 
Accounts Section of the Reserve Bank. 

For the Posts and Telegraphs and the Railways the 
Accounts Offic'crs submit monthly uccxiunts to the Accountant 
General, Posts and I'elegraplis. and the Controller of 
Railway Accounts who consoli<lale the accounts of their 
respective departmenb. The Military Accountant General 
compiles the accounts of the Defence Services. 

The provincial Accountants General submit a copy of 
the montlily accounts of the province to the government 
concerned. Tlie Accountant General, Central Revenues, 
consolidates the accounts received from civil Accounts 
Officers and the accounts prepared in his own office ai^ 
submits them to the Central Government. The Accountant 
Gmieral, Posts and Telegraphs, and the Controller of Rail- 
way Accounts submit their accounts separately to the Central 
Gowmment. 

At the end of the year a copy of the annual accounts 
is vobniitted to the Auditor General by all the Civil Aootmnls 
Officers and the Departmental Accounts Officers. A copy 
M &e aimual accounts of each province is svdtmitted to die 
nwyindal Government concern^. 
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GOUVKMMKNT TitEASUmiES AND tdeui Woeking 

The initial accounts of the centre and the provinoea* 
except of certain departments referred to in the preceding 
section, are kept in the treasuries. The Reserve Bank with 
its agent, the Imperial Bank, acts as the govemment*a 
hanker ; but where there is neither an oflice of the Reserve 
Bank nor a branch of die Imperial Bank, the treasury 
performs banking functions and assists in resource WOIK 
as well. Even where actual moneys are received or dis- 
bursed by the Bank, the scrutiny for ret?eipts and expenditure 
is in die first inslaiu'** made by the treasury. Hence in 
connection widi treaHuries we must see not only how the 
initial accounts are kept, iuit also how u payment is made or 
money received. 

There are 12.% treasuries and sub-treasuries spread 
ihrotigliout the length and breadth of the country. Before 
the introduction of |»rovincial autonomy all the treasuries 
belonged to the Central Government, which carried on the 
treasury work of the provinces also. Now the position is 
reversed and it is the provincial treasuries which undertake 
the treasury work of the centre. There are still, however, 
a few central trca.suries, and these include treasuries in the 
‘ administered areas ” under the Crown Representative. 

The treasury .system in India is in marked contrast to 
the system prevailing in the United Kingdom. Here we 
have a numlier of treasuries spread throughout the land ; 
in the U.K. there is only one treasury and that at London. 
The British system is unitary ; ours owing to the size of the 
country has to l>e decentralised, thus comparing favourably 
with the treasury system of the U.S.A. This comparittm 
goes even further. Till a few years ago both India and the 
U.S.A. had independent treasuries^ for government business; 
now both employ the agency of the central bank. 

The Governors and Governor General have issued 
Treasury Rules^ under S. 151 to regulate the procedure to 

1. Vkfe D. W. Dodwell, Trouvrvj and Central Banks, for the mirkiac 
at the inkpendott treasury rysttm in the U.S.A. 

Z tnde Appcndbc VII. 
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bv lefiBwed ngardmg die peyment, widiilmrai and euntoiy 
of moneys in die publk; account and for odter matters 
eotoMcled sritfa or ancillary to sncii prooednn. Tim 
Treasury Rules authorise dm Finance Minister to prescribe 
^ibsidiary Rules for the treasury procedure. Umform 
Treasury Rules have been adofned throughout the country, 
and modihcations to suit the tmcds of each admin btration are 
introduced by means of the Subsidiary Rules. 

It is generally provided that there should be a treasury 
in each district in diarge of a Giilecior, who thou^ he 
may entrust the immediate executive control of the treasury 
to a Treasury Officer, sufiordinate to him, cannot divest 
himself of the administrative control. The Collector is 
responsible for the proper observani'e of procedure and the 
punctual submission of all returns whether to the govern- 
ment or the Accountant (General or the Reserve Bank.’ 
Qffioent of the Indian Audit Department inspect treasuries 
to see that they are efficiently managed and properly worked: 
yet the responsibility fur management and inspection b 
eittirely the Collector's. 

It b the Treasury Officer, however, who is in dose 
touch with and in immediate cxintrol of the treasury. He 
ia the dbtrict officer's delegate and therefore responsible to 
him for the working of the treasury, the thorough obamvance 
of all treasuiy rules and attention to details of routine. 
With the Collector tlie Treasury Officer is jointly responsible 
lor the safe custody of Uie cash and other govenunent 
property. 

Hm Treasury Officer has charge of routine work and 
has, Uierefore, to attmd to a number of details.^ Briefty, 

1. To enKm: that the CoUedor doc* nuinuin contact with the tnunry 
he moat (f) verify and certify the imtiitldy ra<>h haiance and account* 
dUtcr himadf or throuBh a senor oflicer otlx-r titan the TVeanny 
OSioer, inmseif personaily at lea»t tmee in six months, and (it) rqiort 
the caah halaace he takes over when appointed to a new thawkk 
& ffilhrilWsry Rides show die different fomsdities be has to o bs er t e whaa 
laeaivise V p^ng out tnoncys or keeping or tobaiitting aooamte. 
Tha Tiiaanry Offim it rm eiDecntiw odKcr in to fiu as w l ac ri ae s 
or laol OM noDCiyt; he does accoonting vrork wfaea he hecfa tlw first 
r s caro of truwactiom that haTe taken pteoe. Vide AppeaiiBx VIII. 



Atiorr im kestmrttn 


I wuP W P Wt dw TreMory Oftoer b rMqp«tt*ilile lor iIm 
W galiflly every poyment made at Um treaMuy. He hea 
lio upBOmrol power to deal with any demand diet otay he 
pwefied, W bb authority b strictly limited to die ralea 
preeoribed ; be has not even the authority to act under an 
(cnder of fovenoroent sanctioning a payment, unleM it b an 
ezpreea order to him to make the payment. With the 
Dbtriet Officer he is respnnsible for tiie safe custody of 
moneys in the treasury. He examines tite daily aeoounts, 
supervises the work of his subordinates, and sees that Itirts of 
payments and cash ac<‘ounls are desfuitchefi on the specified 
dales to the Aeeountaiit General with all the necessary 
vouchers and schedules. 

The Treasuiy' OflicTr is j>ersonally responsible for 
wrong payments ; Imth be and the District Officer are 
responaible for all losses and eml)ezzlements unless they 
show that they have taken every ordinary precaution, 
neglected none of the duties imposed on them and enforced 
observance of the rules on their subordinates. 

The treasury ufiice is divided into two parts, an 
accounts department in chatgc of an Accountant and a cash 
department in charge of a Treasurer. Where the Bank 
cc^ucts treasury work, the trea.sury itself is not concerned 
wiA cash or resource arrangements. Otherwise great care 
is taken to ensure ilie wcurily of moneys in the treasury.^ 
The procedure adopted when money is paid into or out of 
the treasury will show u«. the part played l>y these two 
offidals. 

Those who have to pay into a treasury procure a 
ohallan which is in duplicate and bi-lingual, and gives the 
nature and the amount of the payment and the person or 

1. Gnat care it ukeo for ttie tafe custody oi pubtk imneys, Rtdct are 
preacritied for sertng that maes and coins are gentane and the chcM 
veil kxked. The sirons room is always under (oard and lod^ with 
doatUe todci. one hey bein* with Uw Treasnry Officer and the other 
erfU) the treasurer. When the t re asu ry opens for the day the strong 
roast is oaeued to t^ out stdhcicm cash and c u rr ency notaa for As 
dy sad th en again doabte locked. This process is gone tfaraagh every 
tlMi lasro ot sh or noses are rvgwred or the tresaury is dopiag br 
be day. 
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oftoMTimiAowaocsotii^ Um dl iMw 

w0 mibioqiMaitly be idumed to the |Miyer •• a red^ ; Ak 
oIIhbx- n required for treasury records. Hie payqr fels bis 
entries cbedced by tlie revratie departments, tfara tAbes die 
cbalian to the acoouniant who if it is id order initiab it. 
Next the challan is presented to the treasurer who on die 
strength of die accountant’s initiab receives the amount and 
signs both copies of the challan in token of having received 
the money. The challan then goes once again to die 
accountant who on the strength of the treasurer's signature 
signs one copy which serves as a full receipt and enters the 
transaction in his accounts. As a check on the treaaurer 
and the accountant all receipts for sums of rupees five 
hundred and over are also signed by the Treasury Oflker. 

When payment is needed die creditor presents a bill, 
giving full details as to the amount, nature, period of 
payment and other necessary particulars, to the accountant 
who receives it, enters it in his accounts and then lays it 
before the Treasury Officer, who in his turn if the bill is 
in order signs an order for payment on it. The bill then 
goes to the treasurer who pays out the money and stamps 
the voucher as ‘ paid After the daily closing the treasurer 
bands over the vouchers to the accountant. When a pay- 
ment has been made by a cheque' drawn on the treasury, 
the accountant examines its validity and the Treasury Officer 
verifies it, and then only wiU the treasurer make dse 
payment. The paid cheque then becomes a voucher. 

When there is a branch of the Bank, the cash business 
of the treasury is conducted by the Bank^. In every district 
there are usually two or three sub-treasuries^ in charge of 
die executive of^rs of the places where they are situated. 

1. Certain departments are authorised to draw amounts by cheques ; the 
treasury records the lump sum paitnem but the detail^ aeronnts are 
kcat by the departmenU themselves. 

2. 1:1k authority, however, on which receipu are a cc ep ted and pay- 
aamts made is that of the executive. 

Tbe sub-treasury is subordinate to the treamry of the disbrkt Tbe 
' wwldnt of a sub-treasury, however, is suniiar to the woriuar «f • 
trwmip, except that the executive o ftgw is also the sab4Masury 
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1li» tend dieir •ocounte to the teeuttry 

4et * IUMl*ihew eocoontB •• toon at leoeivedi ere eammeft 
end tlMf polled in die treetury aooountt. 

At the end of the day the accountant prepaid a 
balance sheet in a prescrilted form, the treasurer drawt up 
a bflat|oe memorandum giving details^ of the balances in 
hit haiuls. If the' balance sheet of the accountant, after* 
making allowances for the balances of sulhtreaturiea and 
remittances in transit between two treasuries, agreea with 
the balance memorandum, the Treasury Ofiicer signs the 
cash hooks and the balance sheets and tlie accounts for tlje 
day are closed. The Treasury Officer verifies the cadi as 
shown in the memorandum, and locks it in the strong room 
which is then kept under a guard. At the end of the month 
again a balance is struck, llic cash is verified by the 
Collector himself or by a senior officer if he is away from 
headquarters. .Similarly the rash in the suletreasuries is 
cfaecloMl by the local officer in charge. Then an actual cash 
balance report for the whole district is drawn up with which 
the account halanr.c is compared. 

What we have seen so far conrerns the procedure for 
making and receiving payment- and safe custody of public 
moneys. W'e have now to i-onHidcr the treasury from the 
accounting point of view. Every provincial treasury kepps 
two sets of accounts, one for die transactions of the (Central 
Government, the other for provincial and other transactions. 
Similarly also the Bank keeps two sets of acci>unts. Central 
treasuries, however, keep only one set of accounts, provin* 
cial transactions being taken to suspense heads pending 
adjustment. Adjustments for transactions in the provincial 

of accounts are made through the Accountant General 
and the (1A.S. of the Reserve ^nk. The local branch of 
the Bank at the end of every day transmits to the Treasury 
Officer separate statements for central and provinci&l 
aeoounts with all the necessary supporting vouchers ; and a 
daily agreement is made at tbe treasury between the Bank*# 
alaleinenis and the treasury accountanrs books, 

1. V/heim Bole* or coins. 
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f%e InMuittnai keep tlMt initial aeoonnta but dief i|o unt 
winr, ena^ in Madm, daMified aocountt tn ^ Anoon* 
t«it Genmrat. Every month the fmmndal treaMuriee foad 
reautHi to the Accountant General of the province and dm 
eentral treasuries to the Accountant Gmieral. Central 
Reveoaea. The Accotmtants General here act as the <^ief 
aoooui^ officers of the provinces or other specified areas or 
of eentral transactions. 

The returns consist of schedules of payments and 
receipts called I..ist of Payments and Cash Account. Ail 
theae returns are written up daily in the treasury from die 
accountant’s hooks. The vouchers are carefully arranged, 
numbered and kept in safe custoily. Tire schedules of pay- 
ments are made in two parts, one fur payments from the first 
to the tenth of the month and the other for the rest of the 
month. The first hatch is sent to the Accountant General on 
the 11th of tlie month, the second together with tl»e list of 
payments, the cash account and die cash halam'es report on 
the first of the following month. 

Schedules are classified acr'ordmg to die department^ to 
which they refei or to die class of transactions^ to wfaidi 
they heliHig. Eiach transaction is recorded in sufficient detail 
to enable die accounts office to identify the voucher and make 
a prdiminary (^mpilation. llie list of payments and the 
caw account sliow re.Hpectivcly the total payments made and 
receipts collected, during die month, either according to 
iMshedulea or broad accounts classification. The cash account 
works up to the actual cash iwlanoe in the treasury on the 
last day of the monUi. These monthly schedules ** represent 
die first stage in die compilation of public accounts, coear 
conioinliy the whole of the public transactions in India 
iadadiwg departmental accounts and debt and rmnittancei,** 
and may the^ore be said ** to constitute the juimary fahrb 
of dbp ptthlk accounts of India.”^ 

1. €4S UnHSCtiaos retetiaa to income-tax or the raitwars. 

2. aa>^ tHi iia ac d cm. 

i* Vidt jfirtfwfcfrN'wi to IrnUm AmtKt mti Accmmtt, yan 141. 
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11m> treuiUY slto appliet the fim ciMnk la iiU lurain^^ ; 

^ Ihcearafy Officer must see that they are Ui oi4er,^ lor 
he nmiA siliily not only himself but sIm ^ Aoooottli Offi» 
oer and even more the Audit Officer, that the el f jtyt is valid 
and ffiat the payee has actually received the sum fhaty ^d. 
Ihis first is not the one whidt the Auditor Gennral 
is required to conduct by the Act nor what it called p(e> 
audiL It is an initial audit, an internal check, one whidi 
any paying officer must exercise. 

To see that the treasury keeps up a high standard in 
its woHung there is a perii^ical inspection by • 

4^oer from the audit office. The inspection report is wm * 
to the Collector who re|K>rts on the action taken to the 
Audit Officer. If the Audit Officer thinks that the action uh*** 
it inadequate, the matter is brought to the attention of the 
Commissioner and, where nec«:ssary, of the Provincial 
^jriwienwn«rf cwncvrnW. In sptie cr/ atese i'CtgpccCiomi Ae 
executive responsibility for the efficient working of the 
treasury rests with the Collector. Both the Collector and the 
iVeasury Officer are responsible to the Accoqnts Officer in 
matters of accounts, and his instructions they are bound to 
obey. The Accounts Officer does not ordinarily interfere 
with the practical working of the treasury ; he constaally 
oorresponds with the Collector for the removal of irre* 
gnlarities detected in the accounts and schedules submitted. 

On grounds of economy at headquarters of the Ptn* 
vindal Government the Accountant General's office 
performs,^ according as the Auditor General prescribes, all 
or port of the treasury duties for receipt and payment of 
moneys ; and so this is the second agency for the k eep»f*c 
ul initial aooounla. With regard to these transactions pee* 
audit exists, Le. every receipt and payment is audited by 
dm Audit Officer before the money is received or paid out. 

1. Tlwt the dsim it covtrti by icntcral or special ordm, that the 
voodier U in proper forin properlr drawn ^ ttuU k b ftg— if amt 
co u pt crii gned. if necessary, by the proper officers, that it is «*—!»** 
if aaM a s ar y. Oat the anthmctkal esdoriatiom are mnwA. that tha 
mmmms is in ficores and in words, that there are no etaamw, that 
all oomctkoi and addkiam are attoaisd by die dt^wow nffiear. «IC 

2. Tnasair Role 6. 
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Initull Depaktiiemtai, Accocnm 

The third way in which initial accounts are kept u by 
tfie departments. > The departments make and receive 
payments from the treasury in lump sum throu^ cheques ; 
and keep the detailed accounts themselves. These initial 
accounts are also called Subsidiary Accounts as they are 
subsidiary to the usual treasury accounts. The accounts 
ors^isation of tlie Public Works Department is sketched 
below as briefly as possible to serve as an example. 

TTie P.W.D. of the province i» divided into two 
branches, (t) Buiidinfts and Roads and (u) Irrigation, each 
being in charge of a Chief Engineer who controls the 
Superintending Engineers. Tfie Superintending Engineers 
are in charge of circles into which the province is divided 
lor the administration of public works. Each circle is 
further divided into divisions in charge of Executive or 
Divisional Engineers and each division into sub-divisions 
in duirge of Sub-divisional or Assistant Executive Engineers. 

The divisional oflice is the accounts and administrative 
unit and corresponds to tlic treasury ; the sul>-divisionai 
office corresponds to tlie sub-treasury. At each divisional 
office there is an acaniutant who in a subordinate of the 
Accounts Officer but works in the Executive Engineer’s office 
to dieck and compile tlie divisional accounts. He works 
under the supervision and responsibility of the Executive 
Engineer. The sulvdivisionai officer is in charge of a sub- 
division ; he corresponds to the executive officer in diarge 
of a sub-treasury and is personally responsible for the 
accounts kept He gets his funds by an advance or flxed 
imprest‘s or a drawing account according as the Divisirmal 
Officer determines. Towards the end of the month, as at die 
aab-treasuty, the sub-divisional oflicer submits the cash 
balance report and copies of the cash book supported by 
mHidhers to the divisional office. The latter may be 
anhmitted oftener in batches. 

I, PnMk Works, Forests, Rjilwsys, Posts and Tdegnahs and 
^ ' ^ * pCTwianBnt advance adskii be on naanp on 
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The Dhriu<»iAl Officer is responstUe lor the soooonts 
of the division ; be remits all receipts realised bjr bis d^patt> 
meat as soon as possible in lump to the treasury and nuakes 
payments by means of cheques on the treasury. The 
Treasury Of^r furnishes the Divisional Officer with a ccrti* 
ficate showing the total amount of clteques paid during die 
month and submits the paid che<}ues to the Accounts Officer 
in support of lump debits in tiie list of payments. The 
Divisional Officer keeps the initial accounts through an 
accountant ; and at the end of the month the cash balance 
report and monthly accounts with the supporting voucimra 
are submitted to the Accounts Officer. 

Classification and ('.ompilation of Accounts 

Classification and compilation are carried on chiefly 
by the Accounts Offuer-s in the office of the Accountant 
General. Classification has necessarily to lie very detailed 
as on it depends the accuracy and reliability of all subse- 
quent compilations. The treasury makes a preliminary 
classification of items according to departments and beads 
of receipts and exiiendilun*. Whatever cannot be so classb 
fied is marked as an * unclassified item ' and die classifica- 
tion is left to die Accountant <k*neral. The Accounts Officer 
checks the classification and rectifies all mistakes. He then 
prepares the Departmental C^lassified Abstracts described 
above* and simultaneously works out the progressive figure*. 
Departmental accounts are submitted to the Accountant 
General in the form of such utistract.s. All Qaasified 
Abstracts are carefully checked to see that there are no mis- 
takes of classification of receipts and expenditure. 

From the Classified Abstracts the Departmental Con- 
solidated Al»tracts are prepared, showing monthly progres- 
aive totals under major and minor beads, sub-heads and 
detailed beads. The Accountants General are required to 
see that every appropriation and even eadi unit of appro- 
|«naljon is not exceeded by the administrative autboritiea. 
iknoe columns are also provided for progressive totals under 
1. VMe C3 a IX, ef AcemmU. 


.1 



iti fouifcui. iunommuTiMf ni mnu 


•wdi sidb'lMMi ol • gmrt or onit of opfin^riationt HPUMt 
nAAA cpinoprudioii audit ia oooducted. 

It ia in the Accountant General’s office that all adj»B^ 
menta in accounts^ are made. As these are completed die 
Abstract of major head totals is prepared showing reompta 
and disbursements by major heads during the moi^ 
The closing cad) baliuice of the govemmmit is woiked 
out in the General Statement of Accounts and then reconciled 
with the balances shown in the treasury cash accounts and 
the statement of closing balances received from tbe Central 
Aooounta Section of the Reserve Bank. The aooounta 
for each month are completed by the 24th of the next mcmtfa. 
The Accountant General submits monthly accounts to the 
Provincial Governments. 


There are three annual accounts prepared by the 
Auditor General under the provisions^ of the Audit and 
Accounts Order — the Appropriation Accounts, the Finance 
Acoounla and the Combined Finance and Revenue Accounts. 
The Ajmropriation Accounts cover the items of expenditure 
speeifiM in the authorised schedule for the financial year. 
Tm Finance Accounts showing both the annual receipts and 
dislniraements under the different heads of accounts are 
more general ; ** they are an audited presentation of die 
general accounts of Government to the Legislature.”'^ The 
Finanee Accounts are divided into two parts : (i) General 
Finanoe Accounts, and (li) Debt, Deposit and Remittanee 
Acoouirts, each part giving the accounts and the audit 
report on it ; and are authenticated by an audit certificate. 
The Appropriation and Finance Accounts of the provinoea 

1. AdjwUnent o( tranuctioni of one account drclc in anodwr ate 
camvd ant (i) between a Defence or P. ft T. Account OAcer and 
a dvtl or aon-dvii Account Officer throuah Exchai^ AcoauRts ; (ti) 
ft a t eaen Defence and P. ft T. officera who hare not been aHthorfaeft 
So awhanae account* direct titroush a Central Adinstins Account ; 
he t wec B p rovince and prorince throuxh SetUemoa AcbooMS 
the aaency of the Reserve Bank** CA.S. : (w) hefneen tte 
CJt, and Awht Ofl&ccr oi the Indian Store* DeaiirtaKnt dwon|l» 
ntag Accoom* be tw ee n Central and Provinci a l Gavemnent* and 
gplaauKr of ^ CA.S. ; and (r) bet w een Uw U.K. and britai 
glfWiii Aewnats Current. AO these an only book a^aatawM *s- 
adkkv stl^ tfifterenoe* in firaoconnt 

JPUM 11 (4> and ix ft ff u coo sn l Osdx VoL IV, a rtkia ara 
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«r» pvepAred die respective provioeial AccomMuis GoMnl 
•nd submitted by die Auditor GenerAl to tbe Govtwwir for 
tnuDsmiasion to t^ lefislahire. Tbe Appropiictum Aoeoiults 
of die Central Gvil Departments and of the Posts and Tele- 
graphs are prepared by die Accountant Geneml« Central 
Rei^ues, and the Accountant General Posts and Tele- 
graphs, of the Railways and the Defence Services by die 
Ccmtroller of Railway Accounts and the Military Acoouittant 
Geiwral ; while the Finance Accounts of the c»ntre are pre- 
pared by the Accountant General, Gsntral Revenues. Both 
sets of acoounta are submitted by the Auditor General to the 
Governor General for transmission to the legislature. 

Tbe Combined Finance and Revenue Ac«)unts give a 
summary of the accounts of the centre and the provinces, 
particulars of their l^alances and outstanding liabilities, and 
other financial information as the Governor General may 
direct to be included. The form of these accounts is pres- 
cribed by the Auditor General with the concurrence of the 
Governor General. The idea of their publication is to 
present the accounts of all governments in India on a com- 
mon and comparable basis. Ibere is a short introductory 
note giving a general description of the structure of gov- 
ernment accounts and a historical summary of the stages 
leading up to the existing financial and accounting system. 
Next come (he General Accounts, first a general summary of 
receipts and disbursements of the different governments amf 
then their classification by major heads. Thirdly, we bave 
die Subsidiary Accounts with figures hy minor hrada. Dis- 
tribution of expenditure lietween ‘charged ’and ‘voted* 
is shown in lump at the end of each relevant subsidiary 
account 

To summarise then, there are four compilations of 
accounts. First, the monthly compilation by district treasuries 
and certain departmental officers. Seo^ly, the montiily 
oompilation by the Accounts Ofiicers in Imiia and England. 
Thiiiily, tbe monthly compilation for the whole of India and 
far eadt ^vinoe by he^t of acoount Lastly, a yearly 
OMnpilatitm of a consolidated account for tbe whole of India 
by the Auditor GenezaL 
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B. Audit 

11181 die Auditor General should be entrusted mdi 
aooounting functions is due to the peculiar combined system 
of audit and accounts that prevails in India. But in the 
sphere of audit the Auditor General, as bis very name desig- 
nates, must bold his own. Whether he keeps the accounts 
of a department or not he must by statute audit them. 

The Auditor General and Audit 

The Act provides for the appointment of an Auditor 
General of India by His Majesty and guarantees to him full 
independence from the executive by giving him the status 
of a judge of die Federal Giurl.* In order to ensure his 
complete detachment from the executive he is debarred from 
further service under the Crown in India after he has ceased 
to hold his office;.- His ptiwers and duties us regards audit, 
like those regarding ac«-ounls, are prescrilied hy the Audit 
and Accounts Order. He is re<jtiired to audit all expendi- 
ture from federal and provincial revenues and ascertain 
whether there was sufficient legislative appropriation and 
executive sanction for such expenditure ; to audit debt, 
deposit and remittance;; transactions of the federation and 
the provinces, and trading, manufacturing and profit and 
loss accounts kept by order of the Governor General or the 
Governor in any department ; and to submit reports on the 
accounts, expenditure and transactions audited.^ The audit 
of receipts and of acTounts of stores and slock in any federal 
or provincial department and report thereon the Auditor 
General will undertake, only with the approval or mi die 
orders of the Governor General or Governor, who for die 
conduct of such audit is empowered to make regulations^ 
after consulting the Auditor General.® 

Hie federation and every province has the obligation 
to auiifily free of charge to the Auditor General the annual 
badg^ mtimates and any other publications issued by them 
may require for the discharge of his audit functions, 

(!)• 2. S. 170 (a). 3 . A«AO, |an 13 (1). 

4 . Vkit AppcniSx II. 5 . AA.O„ psn 13 (a). 
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ood sbo to give him sodi inforaiAtioti m he nuty reqaive 
£or the preparation of any account or report vdiidi it it hk 
duty to prepare.^ He has the power to inspect any offiee 
of accounts in India under federal or provincial control ^ 
and may call for inspection at such places as he may appoint, 
any books or documents (other than those in the UJC.) lelat* 
ing to transactions which he must audit, though if the bocdt, 
or document is secret he must be satisfied with a certifieate 
from the Governor General or Governor that the facta are 
correct^ 

His duties and powers under the Act, whether bearing; 
on accounts or audit, he may delegate generally or specifi- 
cally to officers of his department, except, unless he is abseirt 
on leave or otherwise, the submission of any report that the 
Act requires him t(* submit to llie Secretary of State, the 
Governor (J<*neral or the Governors. From Uris provision 
are derived the (xtwers and duties of the Indian Audit 
Department.'^ 

As the Auditor General is also an administrative officer, 
the Governor Oneral may appoint an independent officer 
to audit sanctions to exfK''n<Iiture accorded by the Auditor 
General, and the latter on his part must produce for inspeo 
tion by that ofFu-cr all btMjks, documetits and information 
necessary for amlit. 

If tiic Auditor General is resjmnsihle for audit, it is 
implied tiiat the Auditor General has full powers to frame 
rules and give directions on matters relating to the audit of 
expenditure and other trunsae.tions, subject of course to the 
limitations given in the Order. ^ 

I. IIih!,, }<». 2 . ItwA, 17. 3. Ibid., 18. 

Thf Accountants (.'.cn'-ral and other officer* and ettablishnient <rf the 
Indian Audit IJtcpartmmt niay iwrform all the duties and ftmcUais 
impoMsl on ur undertaken hy the Auditor General whether accordtac 
to the Act or Order or Rules or executive arrangement, subject tis 
the exception stated. 

5 . Hence the .^udit Cfxle and Manual dcriYc their sanction from the A.A.O, 
The .Audit Code is prinarily for the accoums of the centre and Uk 
provinces, fern applies mafa/ir mutondU to the accounts of am other 
a u thority wtiirh are audited by or on behalf of the Auditor General. 
The Audit Code eontains all the essential audit directions by tte 
AnAor General, Uie Audit Manual the less important instTtirtiniis 
and regidatiaas. 
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' The Attditor CoBend h»t to tafaniit teptoto not naif 
m die Approprietkio Aoootmts^ but also on die FouaiQe 
Aoootmtt^ nbtdi are an audited presentation of the aoeouiia 
of provindal and cmtral transaclionB, including tboae of 
neeipta and dioae relating to debt and remhunoe. llieae 
teporta are submitted to the Governor General or die Cover* 
not vrbo will cause them to be laid before their legislatures.^ 
In dieae reports are included die reports which Auditor 
of Indian Home Accounts has to submit to the Auditor 
General of India/ 

The Auditor General has no statutory duty to keep the 
accounts of the Crown Representative, but he has the atatu- 
torj duty to audit those accounts in India and the Auditor 
of Indian Home Accounts to audit transactions in the UJC. 
onder the general superintendence, and on behalf, of the 
Auditor General, who must submit the audit report on the 
Grown Representative’s at^ounts to the Secretary of State/ 

1 

The Auditor General is also required to audit and oertify 
^ accounts of the receipts and expenditure of the Federal 
Railway Authority when it is constituted,^ and submit a 
report thereon to the Governor General. 

In addition to his duties and functions relating to 
accounts and audit the Auditor General may be entrusted 
with other statutory duties as a result of his judicial status 
and knowledge of the financial position of the government. 
He may be required (i) to determine the amount of contri- 
bution payable by the Ruler of any Federated State to die 
federal revenues in lieu of levying corporation tax in sudi 
a State (u) to ascertain and certify the net proceeds of 
imy tax or duty mentioned in Ch. I, Part VII of die Act or 
any part of sut^ tax or duty in or attributable to any area* ; 
aiul (iti) to calculate the amount payable to or by die Gov* 
vnuaetA of Burma at die end of a financial year on account 
oi the profit or loss attrilnitable to die amount of Indun 

L t a dteSW d in the A.A.O., pum 13 (t) (i). 2. S. iSo 

^ A S. >70 (4)- s- m- 

4 a m (>}• 7. a tj» <$). 


& a 144 <*). 
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ndbd mmI Inoun ootn paating into and vaiunikg £ran 
aircvlatioo in Ibinna.^ 

All tlie forcing are die atanitory duties of the Auditor 
General. S. 166 (3) has been held to be exhausUve of the 
meana whereby duties other than those specifically men* 
tioned in the Act can be imposed statutorily on the Auditor 
General. Hence neither the central nor provincial l^iMla* 
hires, nor the executive direction of a central or provincial 
authority can impose additional duties on the Auditor CoMral 
otherwise than in connection with their respective aooounta. 
But he may, by consent and on such terms and conditions 
as may be settled between him and the government concerned 
after consultation with the Governor General, undertake any 
additional duties.'^ Under this head comes the audit of 
accounts of the local authorities,^ and of public or quasi* 
public bodies under the control of the Central and Provincial 
Governments.^ 

It has been provided, no doubt as a consequence of 
provindal autonomy, that the accounts and audit functions 
of the Auditor General in a province may be performed by 
a Provincial Auditor General,* who is also given indepen* 
dence and status, and is eligible for apimintment as the 
Auditor General of India. In regard to accounts the Pro- 
vincial Auditor General must follow the directions given 
by the Auditor General of India. Similarly for the audit 
of transactions in the U.K. affecting federal or provincial 
revenues provision has been made for an Auditor of Indian 

1. Pars 4 , Part IV of the India and Kurma (Burma Mtaieury Arraagt* 
laenu} Order, 1937- 

2. Hence if atatutury authority in required for luch additional dolio 
by ibe Auditor General the central or (>rovindal leabdattarev may 
prorHc that the arr<nim$ of any »ficrihcd public Iiody shall be audited 
|w the Auditor General durirqi such time as the Auditor General with 
the ccaicttrrcnce of the Governor General conKnU to do fo, and 
OtherwUe by some specified aaency. 

S. Local Fund Audit which is amducted in the same way as resaob 
anctmn, receiiK and expenditure at other tovemment audit. 

4 On a conacstt basis, the Auditor C«cnend aw&is pension paytnnitt Ha 
bdnlf of certain colonial icoyemments and Indian States ; with Burma 
thcae is a reciprocal arranicsnetn between the two Auditors Oeaeral 
to accept each other's audit. 5. S. itiS. 
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Home Aooounts,^ i^iose appointment, powen and dotieB 
iMve been given in a previous duipter.^ 

Pr£uminary Considerations on Audit 

It is botli useful and convenient to deal with general 
principles before discussing special points connected vritli 
audit. Hie directions and rules made by the Auditor General 
in pursuance of his audit duties are given in the Audit Code. 

1. Audit is concerned rather with regularity than with 
economy in the strict M‘nse. Its purpose is to see that the 
executive in all its transactions satisfies the provisions of the 
law, that the administration carries out the orders of the 
executive, that Ixith executive and administration carry out 
their financial functions witli honesty and prudence. Audit 
is concerned with economy only in a negative sense, in that 
it must bring to notice wastefulness in public administra- 
tion and infructuous expenditure. It is the executive that 
is respon-sible for enforcing economy in expenditure, for 
embarking ufKin a particular line of policy, for deciding 
upon the most economical means for achieving the ends it 
and Uie legi.slature have in view. Generally, however, the 
govemment welcomes suggestions for promoting economy 
based on infonnalion gathered from the accounts. These 
sufotestions are made with di.Hcrimination and sparingly, and 
only by the Accountants General or the Auditor General, and 
if rejected by the govemrt^ent are not pressed further. 

2. Audit has to verify that the accounts presented are 
accurate and cximplete, that all receipts and expenditure are 
properly classifietl, that all expenditure is further duly 
authorised and vouched for and tliat the final accounts preset 
a true and complete statement of the government’s financial 
transactions. Ail this is meant when we speak of an audit 
against regularity. 

3. Audit functions, therefore, in a dual role, on bdhalf 
of dm legislature to secure that the executive and die admin* 
istratitm comply with the provisions of the law and die re* 
ifuiremmits of die legislature, and on bdialf of the exeendve 

t Vide S. 170 and A.A.O., pans ao and ai. 

Z IV. Departmnts imd Oficiais in Em^amd. 
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to «ee tibat 9ie administrative officials cmnply widi ruki and 
orders that may be issued to them. Audit is not empowered 
U> interfere with the administration, to frame financial rulee 
or issue executive orders but it has to verify that executive 
rules and orders satisfy the law, are free from audit objec* 
lions and are properly applied.'^ 

4. An auditor to discharge his responsibilities musi 
be independent of the executive, for he has to eJiamine dm 
accounts of the executive. Hence tiie statutory provisions^ 
giving the Auditor Cctieral indc|>cndence'* and status. 
Between him and the executive eoncordats-^ have been signed 
but these concordats, it is clairnt'd, only regulate bis 
independence l)ut do not surrender it. 

This in«lep(odenl position allows him the better to scru- 
tinise aceoiinls and Ira fiNaet ions, make queries and observa- 
tions bearing on them, and call for such vouchers, statements, 
returns and explanations as he may require for audit pur- 
poses ; l)ut he may not make any indefxmdent inquiries from 
private individuals nr the general public, for he has to call 
only on the executive for information. To act otherwise 
would be to encroarh on the adminislrntion. In cases of 
difficulty the audit authorities confer witli the executive as 
to the best means fif obtaining the evidence required. 
Whether an objection should Ik* pressed or dropped depends 
entirely on Uic discretion of the auditor. 

5. Government audit is eonlinuous. As the accounts 
for the month are rompleted they are sent for audit ; where 
the auditor also compiles the accounts they are sent, as we said 

I. Ttie AisJiuir r.rTjcral con.fucts a finandal aiidit, amt an atiminiatra- 
tiv«r audit iwtv in with the rcRulaiion ot ersiditiona of ter- 

vict of Rovt-ninK-iU servants, c.r. rcsrrvation of rule*. 

2 Audit tias carefully to (h-tincrinsh lictwrcn aiKiitoriat and adminittra- 
tive ftinctiotis and iwvrr cnrr<a<h lijsjn the latter ; the Auditor tkrne- 
ral has to refrain frorn raiwinx over the field of admintitration or 
statistic* and ofFrrinx -uRRrstiuiu how government may be better 
condneted. 

3 Even the atsdit provisions and regulations in the Act and the A.A.O. 
are based oo this presiimpticm. 

4. As regards acroonts tlie Auditor General is in some respect* midcr 
Use exemtive. 

5. Vide Ch. IX, Amb'/, the Legiriatttrf and the Baeentm. 
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befoni, fai two botciMM bjr die trauaiy. Where the Aaiiter 
Ceaerwl oompilee die aocouati he imdertakee en eudb el 
elieMficetion of ell traneactions ; odtenrise he coadee n 
merely a teat>audit, that i* he chooses only tome ol die 
transa^ons for d^iled scmtiny. 

6. Most transactions are audited after they have takem 

E laoe, and so ours is mainly a post-audit sysUmi, which may 
B compared to a post-mort«n examination. The tranac- 
titms, however, that take place in the provincial capitals are 
dealt with directly by the Accountant General who has every 
transaction fully audited before it is completed. This is 
called pre-audit, which obviously is not strictly in Imeping 
with the purposes of audit. 

7. One of the first duties of audit is to see that trans- 
actions are properly classified. The Auditor General as an 
accounting and an audit authority is responsible for securing 
that all entries in books of accounts conform to such forms, 
mica or directions as may be issued under S. 168, or agree- 
ments between governments for adjustments and incidence 
charges. The ultimate authority for classification, as has 
been remarked before, rests with the Governor or Governor 
General in consultation with the Auditor General. Aodh, 
however, retains the right to criticise the validity of any 
Sttdi classification, which is inconsistent with the budget pro- 
visions or renders the accounts an incorrect or misleading 
represoitation of facts. In the matter of classification allo- 
eation of expenditure betwe«i capital and revenue is very 
important, as otherwise the financial picture will be entirely 
misleading. To live on capital as an escape from taxmion 
ia bad finance and leads to ruin. This point is dealt widi 
in more detail later. 

General Principles of Audit 

Tlw Auditor General conducts the audit of r ece ip t s , 
•tores and rtodc, eaqienditure, ddit and remittance, mbsklUiy 
aoooturts and appropriatitm aocooms ; diou|^ audit s co tl m y 
is not equally oomprdMnsive with rqpud to aadi ol ihira-*^ 
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( j) Ob 0 oi Ae peculMritMi ol our audlh lyiim h um 
«adk id reneipis u not ordinarily a statutory fuiMitioii ol tM 
Auditor General,* and depmds on the approval ol dw Cover* 
nor General or Governor. Yet as the Auditor Gsnwral is 
respOMthle for keeping the accounts of receipta he has Irani 
the accounts rendered to hint to verify (a) that stuns due 
are regularly received and checked against demand, and (It) 
that sums received are duly brou^t to credit in the accounts. 

Audit of receipts to be complete ought to be applied at 
all the stages of revenue collection, — assessment, coUeo* 
tion and remittance into Uie public account. Audit ou|^ 
to aee that the asscMment is correctly fixed and that there 
are no defects in the methods of assessment generally, that 
sums due sre received and checked against demand, that 
all remissions anil suspensions are duly authorised, that the 
procedure for collection is sound, and that all the collections 
are brought into the account and paid into the treasury. 

However, check against assessment and collection it 
generally entrusted to the revenue collecting authorities 
exeepi in regard to the Railway, Customs, Posts and Tele* 
grapiu and Public Works Departments, where receipts 
are systematically audited under regulations^ made by the 
Governor or Governor General. Check against remittamjo 
into die treasury is made by comparinfi: the departrmsital 
records with the treasury accounts. To the large civil 
rovonne-paying departments* audit sends monthly returns of 
amounts credited to their account in the treasury and the 
departments compare these returns with their own records. 
On die other hand the large non-civil departaienta^ send the 
audit office information about their payments into the 
treaavies and the audit office oompgres this information with 
the treasury credits. This type of chedk attempts to prevent 
and oorrect errors and frauds of bodi tlM! revenue depart- 
ments and the treasury. Tlie Auditor of Indian Home 
Aceonals follows the Britidi practioe of ecmipletely auditing 

1. VMe AA.O., pan ij (a). Z Vkk Appendix 11. 

A. ts-, laad Kmnue. Stamps, Exdte. 

PaWe Wertti^ Pmls and Tetapaplw, JRaihnjw 
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bodi expenditure end receipts. In Indie, in geaerel, endit 
ol reoe^ is perfunctory. 

(U) Audit of stores end stock is undertaiien es e metter 
of course where the Auditor General has to audit the sub- 
sidiary accounts of government commercial undertakings, 
but otherwise, as with the audit of rcHi^ipts, only with the 
approval or by the order of the Governor or Governor 
G^eral. Stores and stock audit is conducted under regula- 
tions prescribed for tlie purpose.* Irregularity in the dis- 
posal of public stores is equivalent to an illegal appropria- 
tion of public money. In fact audit of expenditure of stores 
is obviously incomplete without an audit of the disposal of 
stores. 

(Hi) Audit of expenditure is the principal task of 
the audit office and is undertaken in detail. Audit examines 
every item of expenditure inquiring whether due provision 
of funds is authorised,* whcUier due sanction of a competent 
authority exists, whellier the sanction conforms to the rules 
and orders prejwTibed, whether the rules and orders them- 
selves are within the powers of the authorities prescribing 
them and not against the law, and in general whether they 
enable an effective scnitiny to be twnducted, whether the 
expenditure in question is in keeping with the generally 
accepted standards of finance, whether the amount specified 
is arithmetically correct and whether it has been duly paid 
and brought into tlie accounts. We shall analyse eacb of 
these criteria and discuss their importance later on. 

(til) Debit and remittance audit is governed by the 
general audit principles applicable to receipts and expoidi- 
ture. When there is a repayment, audit examines whether 
it is credited against the original receipt. As regards 
recoveries audit ascertains that the payment conforms to 
^ autlmrity which governs it and watches that the moneys 
Off regularly repaid by the debtor. Audit reviews balanoea 
under debt heads and outstandings under remittance, and 
asoertaiUa wb^ber the parties, who owe it or to wbom it ia 

1, Vide Ajipca^ 11. 2. Abo caBcd Appropristian Audit 
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<hM^ adatk Ae oo r r e ctaew of tlw boUtioes and how far tibey 
ai« reaUy reoafverable. 

We may sin^e out just three items, viz^ borrowing, 
reserves and reserve funds and remittances for <»Hisidera* 
ticHi. As regards borrowing audit sees that the statutory 
powers and rules’ are not transgressed, that Irarrowings are 
kept within Uie limits fixed by the legislature from time to 
time, tliat cxinditinns attaching to a loan are complied with, 
that die proreeds are properly brought to account and 
expended only on objects for wbicli the loan was raised or 
to which borrowed moneys may according to sound principles 
of public hnamx! properly l>e applied, and dial adequate^ 
amortisation arrangements are made specially for loans on 
unproductive works. 

As regards reserves and reserve funds audit checks 
whether a proper classification has lieen made and whether 
transactions conform to the rules and orders framed for 
the administration of e.ach fund by a com(>etent authority, 
and verifies the balances in the fund at the (’lose of the year. 
As regards remittances audit sees that debits and credits 
are cleared by receipts and payments in cash or laiok adjust- 
ments ; and serutiriis<‘s balances from month to month to 
effect their early clearance and deterniine the accuracy of 
the outstandings at the end of the year, 

(v) The audit of tlie sulisidiary accounts of govern- 
ment commercial undertakings by the Auditor General goes 
further than the practice of commercial auditors in the 
examination of sanctions and the regularity and propriety 
of financial transactions. One of the main objects of audit 
as regards these accounts is to present a full and true picture 
of the financial results on a commercial ba.sis.^ Audit must 

1 . As defined in S. ifia nubject to S. 315, and in S. 163. 

2. Adequacy •« fiased (1) for nnproductive rx|>enditure on the period «f 
matnrity of the loan an«l the chanees fjf Krowth of tfte particular type 
of nnproductive <ieht and chiefly 00 the object tif the borrowins (whw 
a national asset it produrtsi, the amoriitation peri'*! should mu exce «4 
the life of the asset) ; ami (lif fijr productive expenditure ot» the net 
canting power and life of the asset produced. 

S In terms of cotnmercial ideas of liability and asset, profit «Ni loM, 
debit and credit 
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ipnifjr tittl tiM cxMt «• idiowB in die Moomts is • tfwi eae. 
AmSt Also sees that subsidiafy aoooants are so prqwnd 
as to allow comparison of the relative efficiency of one fOV> 
ermneitt trading and manufacturing institutnm with anoi^ 
and with similar institutions not controlled by govemmeni. 
In the audit of commercial accounts die correct allocation 
of expenditure to capital and revenue, valuatimi of assets 
on a reasonable basis and adequate provision for deprecta' 
don and bad debts is very important, though not every prao* 
doe of commercial audit is necessarily followed.* Audit baa 
frequently to accept in government commercial undertak* 
ings the results of * internal control *, i.e. the condnuooa 
internal audit carried out by the staff of the concern itself 
fay means of which the work of each individual is tndepen* 
dently checked by a member of the staff. Hence audit must 
oridcise the system of ‘ internal control ' exercised by res- 
ponsihle officers. The extent of audit scrutiny will, tberO' 
fore, depend on the adequacy of the system of * internal 
control * and in the completeness and accuracy with whidi 
it it applied.^ 

Hie foregoing gives in brief outline the different aspects 
of audit ; however, as in everything else, it is not the letter 
of die rules and regulations but the spirit in which they are 
enforced that matters. Audit must be intelligent and crid« 
cal, without being censorious ; it must “ ask every quesdem 
that might be expected from an intelligent tax-payer bent on 
getting the best value for his money.’*^ 


Audit of Expenditure 


In this section the funedons of audit with regard to 
expenditare are considered in some detail. 


1 . 

*r. 

1 


Owinc to the difTerence between sovemment umJ inivMe coamerdsl 
owfemkiiist. The tute hut, e.x., no necetiity to peovide tnnnmi far 
ownert or divirtends (or tharcholdcr*. a gotcmmait rwA^rtmUmg jg 
eonwaistivdy permuieiit, etc 


For attw t om na r cia l co n cemt the Accoantant Oenetal will 
is e s wn w ntnt tht deairabitity oi reqrarinp oftecs to dniae syst aa s 
of Msmsm and ttandins orders to TcsuUte the wotldnt sf die con* 
«ita and sohaiit the system and orders far audit so r u t iay. 
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Attentimi liu already beat drawn to the giMt Uttpcar* 
tMmt» af correct dasaification of all items and die part played 
by the audit audioritiet in checking the preliminary clae»» 
fi^tioii of treasuries and departments before attempting any 
compilation of the monthly accounts. Here then we deal 
with one of the most essential, though at times not easy, 
rules for sound finance, namely a careful allocation of ex- 
penditure between capital and revenue.’ This allocation is 
extronely important in government mmmercial undertak- 
ings or else the cost of the service or undertaking will not 
lie accurately determined. Whether expenditure should be 
financed from current revenue or borrowings is for the 
executive and the legislature to decide. The task of audit 
is to bring to notice occasions on which the classifica- 
tion between revenue and capital or distribution between 
revenue and loans appears to be against sound and prudent 
financial administration. 

Capital expenditure is broadly defined as “ expenditure 
incurred with the object of either increasing concrete asaeta 
of a material and permanent character or of reducing recur- 
ring liabilities.”-^ These concrete assets may l)e productive 
or unproductive, revenue pro<]ucing or otlierwise, a produc- 
tive asset being one which ” produces sufficient revenue to 
afford a surplus over all charges relevant to its function- 
ing.”-^ In considering whether expenditure is of a capital 
nature or not, audit is careful to see that capital expenditure 
docs not merely replace one set of recurring payments by 
another,^ that the asset produced belongs to tbe authority 
incuriing the expenditure and that it is not expenditure cm a 
temporary asset. 

Under capital expenditure on a scheme come all diarges 
for die first construction of a project and for intermediate 
maintenance while not yet opened for service, and also 
diaiges for sudi further additions and improvenumts as are 
sanc^med by competmt authority. Revmiue bears all sub- 
sequent dbai^ for maintenance and all working e i^e ns e s , 

1. Vide Appendix V. Z Vide Audit Code, xrtidc 3. UU. 

4. 4(4. c o aiBiatst i o e 43f pmsksis sad increue in d^ dbsrees. 

17 
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workii^ and apkeep, renewab and rcfilaoeineatt, and 
aim additifma as are debiuble to the revome aoooiiin. Whm, 
Inmever, renewal and improvement partake both of a capital 
smd revenue nature, then the allocatimi is made by rules and 
^nrmulae devised by the executive. Tbese rules are so 
framed that there is an equitable distribution of burdeiM 
betwemi present and future generations. During the oon- 
atruction of a new project, interest on moneys for 
that purpcwe, though debitable to capital, are met 
from revenue, unless these interest paymmts would 
unduly disturb the government’s budgetary position. 
And in the latter case writing back of capitalised 
interest is a first charge on any capital receipts or surphial. 
revenue obtained later. Capital rM^ipts, in so far as they 
relate to expenditure previously debited to capital, accruing 
during the process of construction are utilised to reduce 
expenditure ; thereafter they are treated differently in dif- 
ferent departments, but in general are never credited to the 
ordinary account of the undertaking. 

In government accounts the fact that expenditure is 
classified as capital is a prinut facie justification for keeping 
it outside the revenue account. Yet capital e]q>enditure 
may be financed from revenue and tlien such expenditure is 
aooounted for separately^ under Uie appropriate major beads 
within the revenue account. Capital expenditure outside the 
revenue account may be financed from (o) borrowings eidier 
specifically for a particular purpose or generally for all gov- 
erament purposes or unfunded, and (b) sources other than 
revenue and borrowings, e.g. accumulated balances. 

Before the introduction of provincial autonomy die 
Secr^ry of State prescribed the principles^ on which capi- 
tal expenditure was charged to borrowings. The provinces 

To embl« ScoounU to be prepared socordina to eommerciai proictpics, 
eg. regarding the railways and the posts and telegraphs. 

Jk Tbw* wiere (i) that the works were productive, (li) that the expendi- 
tar* was in a commercial department which was wtnking at atwli m 
protk as to tulhi the test of woductivity enforced by the Seenttur 
a Skate. («•) that the expcnm’ture was on commereni uadertsldnga 
w l ioa e accounts were kept on a cosnmercial basis. Oth erw is e Ha cx- 
p em Stur e had to be so large (over Rs. 5 lakhs on a wash or groop 
«( worhs) it coidd not reiaonahly be met from cu r t ea t re ve nues . 
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bdiqp now atrtciiiomoitt* it it for die Pnmiietal G o»en m>cnte 
to ky down the conditkxM they deem proper ior thk poiMlie 
in egreement with their l^i*kture«. but thcne ooMinone 
may well be expected to conform to the principle enonqiiMMl 
by the Covermhoit of India in their Denpatcli <mi the Goneti* 
tutional Reforms of 1919 ; '*Two conditions must be 
filled before it would be justifiable for the Ckivernment 
India to spend loan funds on unproductive purposes. Theae 
are : firstly, that the objects for which the money is wanted 
are so urgent and vital that the expenditure ran be neidier 
avoitkd, postponed nor distributed over a series of years, 
and secondly, that the amount is too great to be met front 
^current revenues,” In general the cost of comparatively 
small schemes, whetlier productive or unproductive, oug^t to 
be met from revenue. Audit has, therefore, to exert its 
influence by discouraging any lenden<“y to secure relief from 
taxation by the exftedieiit of transferring items doubtfully 
classifiable as capital from the revenue section of the budget 
to sections outside the revenue account. And as a corollary, 
audit must see that revenue from taxation and other sources 
is sufficient for covering expenditure debilable to it. Other* 
wise debit to borrowings will be merely disguised, as borrow* 
ings will t>e utilised for covering revenue deficits. 

Hence in connection with the allocation of expenditure 
between capital and revenue, and the classification of capital 
expenditure within or without the revenue account, audit 
duties are (a) to see that commonly accepted accounting or 
commercial principles are not infringed, (6) to verify that 
the accounts exhibit the true financial facts, and (c) to bring 
to notice transgressions of generally accepted principles of 
public finance. The final decision on classification, however, 
testa, it muiA not be forgotten, with the Governor or Governor 
General after consultation with the Auditor General.* 

Another consideration of importance in classification is 
needier the eiqienditure is from reserves or reserve ftaids. 

AoeoaaMnts General are attviaed lo conealt the Anditor General in 
canes nC dmiit before pawimf any oswfoB as both ctassiScatkn and 
T********* often inrolTe difficalt quMtkm of foUcy. 


1 . 
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A» gavemmeat aooottnto are on a strictly cash hasts, the iin> 
iqient amounts of grants for a year lapse at the end of dw 
year. Reserves and reserve funds are a device to prevent 
their lapsing, a device to which, because it is approved by 
the legislature, audit cannot object. Reserves or reserve 
funds* are constituted by the government under statutory 
provision or otherwise with tlie object of spending moneys 
accumulated in the funds for the particular and specific 
purposes for which they are constituted. The procedure of 
accounting for transactions pertaining to such funds is ordi- 
narily determined by the procedure followed in budgeting. 

Expenditure from these funds is regulated as follows : 
if the grant is by another govenimcnt or outside agency 
which retains full control over it, then expenditure from it 
cannot enter the ordinary revenue and expenditure estimates 
nor is it subject to the vote of the legislature. It is taken 
as a direct charge against moneys Held in the deposit section 
of the accounts. If the grant is by a government for i'sclf, 
th^ the expenditure requires to Ik? voted only once.'^ Lastly 
expenditure from a fund is always shown in the appropria- 
tion accounts of the government incurring it, unless some 
measure of control is exercised by an outside authority ; 
and if in the appropriation accounts, then n^f'essarily in the 
estimates. 

Audit against Provision of Funds or Appropriation 
Audit. The Audit and Accounts Order^ gives the essential 

1. Reserves may be classified according to the sources from whidi they 
are fed : (a) funds from grants from another government, perhaps 
aided by public subscriptions, c.g. i)>e fund formed from subreottans 
from the Central Road Fund or Fund for Ectmomic Developme n t of 
Run! Areas ; (b) funds from sums set aside by a government from the 
revenue of a year or series of years for expenditure to be incurred by 
itself for a particular purpose. c.g. the Depredaticn or Renewals Reserve 
Fund in commercial departments and undertakings ; (c) fitnds from 
outside agencies to Central or Provincial Governments, e.g. the deposit 
account ^ grants made by the Imperial Council of Agricaltnral Re- 
search or Indian Central Cotton Committee. 

2. tst. H an allotment is voted from revenue to a Depreciation Fond ao 
fresh vote is necessary for actual expenditure on renewals and re* 
p la ce ments . This prinoide of a single vote is not a vi^ ^rindple. 
thoogh it redaces complications and is legal ; its adoprion n to he 
settM by agreement between the executive ami ^ legislatnre. 

S. Pen 13 (y) (i). 
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oaoditkins nlevaitt to every item of expenditure : first, that 
there b provbion of funds authorised by a «oni|Mlent 
authority fixing limits within which expenditure can be 
incurred — audit against provision of funds ; secot^ly, that 
expenditure that is incurred conforms to statutory provi* 
sions and to any other financial rules and regulations framed 
by a competent authority — audit against regularity which 
includes scrutiny of the executive rules and orders them- 
selves ; thirdly, that there is prfijier sanction, special or 
general, of a competent authority authorising expenditure 
— audit of sanctions to expenditure : fourthly, that broad 
and general principles of sound hnatu'e are not transgressed 
— audit against propriety. We shall lake each in turn. 

The first duty of audit is to sec that all expenditure luis 
been incurred for tiie purposes and within the amounts speci- 
fied in die s<'hedule of authorised ex()enditure. Now the 
grant or appropriation in Uie schedule is a single lump sum 
for a major head of exfieriditure. Uut the estimates show 
the particulars on which this sum ha.s to be spent. The 
detailed estimates, therefore, indicate the purposes for which 
the grant or appropriation is made. Consequently audit 
records expenditure against the appropriate grant and the 
sub-head of the grant. Expenditure that exceeds the grant 
or appropriation, or does not seem to fall within its scope or 
intentions, will be treated as unautlioris<'d expenditure, unless 
regularised by a supplementary schedule of authorised 
expenditure. 

Further the grant or appropriation is for the whole year, 
and for all the charges, even the liabilities of past years, to 
be met during the year. The progress of expenditure needs 
to be watched ; and audit assists the executive by bringing 
likely excesses to the notice of the disbursing officers and the 
controlling authorities, and by seeing that adequate arrange- 
menta are made in every department for the control of 
ejqpenditure. 

The executive b responsible for keeping expenditure 
widtin the gram. The executive or subordinate authorities 
may, however, according to their powers sanction a 
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i«4^|qfiropruition* from one head of aeoount to anodwr widra 
the aame grant or appropriation, but before the eiqtiiy of the 
&iancial year. Whm there ia a re-appropriation, audit nntat 
aee that there ia an order iasued by competent executive 
audioritiea to cover it. 

Audit against Regularity. Audit verifiee that expen- 
diture conforms to the relevant provisions of the Act and 
Orders in Giuncil, and all financial rules, regulations or 
orders issued by a competent authority. For example, audit 
must see that no burden of expenditure is imposed on the 
revenues of the federation or provinces except for the fair- 
poses of India or some part of it,- that expenditure is duly 
audiorised by the Governor General or Governor,"* that 
powers retained absolutely* by the Secretary of State are 
not usurped by any authority in India, and. if usurped, 
compel a reference to the Secretary of State, that financial 
provisions^ relating to estimates, classification and the 
schedule of expenditure are implemented, that the financial 
rules and orders** of the government, made chiefly by the 
Finance Department, are followed by the administrative 
authorities. This work is of a quasi-judicial character as it 
involves the interpretation of schedules, rules and orders ; 
however, the final interpretation does not rest with the 
Auditor General except for rules made by himself. Audit 
bases its interpretations on the plain meaning of the section ; 
if any uncertainty appears, audit must refer it to the com- 
petent authority^ for resolution or removal. 

Audit against regularity implies, as a corollary, the 
siaiituiy of rules and orders issu^ by the executive autho- 
rities, i.e. audit must see that those orders and rules may be 

). Provided, however, that the expenditure falls within the scope or 
hMcntiom of the original grant or appropriation. 

2 . S. ISO (i>. 3 . \'ide financial provisions in the Act 

4, Vide Part X of the Act 

5 .. & 33-36 and 78-81 and S. 67A of the Ninth Schedule. 

& Kales and orders may (i) regulate powers to incur ex^emStune and 
fluctioR revenues, (a) deal with the procedure for making pajmieitta 
or ssfe custody of moneys <* other financial transactiam ot the gov- 
. emment and (3) regulate conditiom of aaniix, pay and atlowaiioea 
or penUMi of govemnMiU aervants. 

7« The anthority sp eci fi ed ^fbtr ia the Act or iqr the exieeaiivc. 
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lawfaBy i«nied l»y nidi autboritiei* and that thejr aie 
thre for die porposes of audit that is csonducied. Aa dmw 
ordnrs and rules are scrutinised by the finance and odwr 
dqmrtments, audit does not carry out a detailed or rigid 
examhution.^ But wherever the efficiency of financial oon* 
trol is impaired seriously, e.g. if the principle of audiorii* 
ing disbursing oflScers to sanction special charges is carried 
too far, audit must refer the rule or order to the Finanon 
Department which will then have an opportunity of reviewing 
it. 

Alula against Sanctions to Expenditure. It is obviow 
that it is not enough for audit to see that every expenditure 
Is covered by sanction ; it must as carefully see (t) that die 
authority sanctioning expenditure derives its power by statute 
or by delegation from another competent authority, and (U) 
that the sanction i.s definite, thus necessitating no refenaioe 
to the sanctioning or higher autliority. Tliis type of audit 
is very important, because if the power of the sanctioning 
authority is defective, ail expenditure under its sanedon 
will be irregular. 

For the purpose of this audit copies'^ of all orders samv 
lioning expenditure or to be enfurct^ in audit, are sent to 
the Audit Department, directly by the administrative depart' 
nients for all financial sanctions and orders within their own 
financial powers, otherwise through the Finance Department 
or the financial agency altarJied to the department.^ Thia 
endorsement is taken to mean that the Finance Department 
haa examined Uie order and accepts full responsibility for 
it If not communicated throuj^ the Finance DeparbMiit, 

1. la other words that they are not W/ro viret. 

2 . Audit Me* that they ( i ) are not inconsistent with any proWsion* of 0IS 
Act or Order, ( a ) are consistent with the essential reqiaremenU of aa^ 
and acroonts as determined by the Auditor General, (3) do not eon* 
flict with order* or rules by a luRhcr authority. (4) that Uie iisainK 
sothority has the necessary ruk-maJcina powers. Rules passed Iqr the 
Governor General under statutory powers or otherwise are 
sensdnised by the Auditor General hiinseif ; ndes by the ProrfaKaat 
Gornnsnent by the Acemmtant Genera) concerned. 

X Pnieedare for cotnemnkalinc these is tomned by the Rates of Biaiiwaa 
4. Financial Commistianer, Railwajn ; Fmancial Advises^ IfffilHlP 
Fioanee ; and Finanoe Adviser. Posts and Telccnipiis. 
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Mm 0 rder may be dbaUenged by audit on grounds of | M O| Hi et y 
«r HuictioiMJ 


Audit eigainst Propriety. Againt it is not enough for 
audit to mere compliance with rules and orders. It 

must bring to light any matter which appears to involve 
improper expenditure or waste of public money or stores. 
It must examine expenditure by disbursing and sanctioning 
authorities on the basis of the broad general principles of 
finance. Hence there are no fixed rules for audit against 
|»opriety. “ Its object is to support a reasonably high 
ataiHlard of public financial morality ; of sound financial 
administration and devotion to the financial interests of the 
Slate.”^ The Auditor General’s Rules^ under the 1919 scheme 
laid down a few “ canons of financial propriety.” There are 
no such statutory canons now ; but audit may challenge 
expenditure as transgressing * a universally accepted 
Utandard of official conduct or financial administration.* 
These general principles,^ whose meaning and importance 
■re obvious, are as follows : 

1. Thf should not ht prima fan> more (Aon the 

oftasion demands flx'er\ />uhlie ofirer is r.Tf>eeled to eserrise 
the stime xHiiilante In resfiei'l of erprnditure inctirred from public 
fWfinrvJ as <1 rcrson of ordtnarv f'rudtncr iif'w/rf rxrrnse in 
rested of exfienjiturv of his own moncv. 

2. Mo authority should exercise Its post’ers of sanctioHini) rr^oirfi- 
litre to pass an order which xviil be dirccllv or indirectly to its 

1. Audit of sanctions is conducted on the followiiiR principles : (i) if 
the sanctiwing autlwritv has full powers, a sanction tmder these 
powers can he challcmred by audit oiilv on jtrouml.s of propriety ; fi/> 
if the iiowers arc subject to certain given criteria, then on the ground 
that tl« disreeard of the criteria is so serious as to make the sanction 
perverse or that the facts of the case show tliaf one or more critera 
have been disregarded : (nil if the T>owers granted are in precise 
terms, the sanction must follow them in every detail ; fiVI a gronp 
«l works which forms orte protect, for purpose of 6nanctal sanctions, 
is considered as one work ; and financial .sanction of a higher autho' 
tity is necessary for the project even if each particular_ wortc doe* 
not require it ; and lastly. («•> amlit holds under objection any ex- 
penditure on an.v item u'hich requires the .sanction of a higher aotho- 
tfUr until that sanction is obtain^ 

2 . AtaSt Code, article 85. 

3 . Made fay the Secretary of State lasder S. 96D (1). 

4 . AskiU Code, loc. dt supra. 
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mm m in m it aat. 

3. PmhHc momeyt tkatiU nat kf nitfued for ihf bmefii of m 
mlar PrrKm or trttiom of the fommioutv tmUtt (if thf m m om t 
of erf^endtlorr impoivr^ it iKtiamfiraitt, or (h) a cimm for tkr 
mmotmi could hr defended in a iour! of luxe, or (in) lA« erpemH- 
tmrr is in pursuance of a recoi/msed pohey or custom, 

4. The ai*k>M«t of allowances, suck os iroiYllim) allotnauces, strvnlsd 
lo meet expenditure of a particular type should l>e so ref/ulaled 
that the allmoanees are not on the lohotc sourtes of profit to 
Ike rtripienis. 

Works Audit. To eomplelp thr fHITrrrnt kindH of audit 
a word or two must iw said on works audit fiecausr a oon* 
siderable amount of exprmliture. over a htindird crorea. is 
devoted to public and civil works. Fctr every proje<*t four 
^ges must l>e gone through. First, there niti.st 1 m' adminb* 
trative approval. Tbe design is, therefore, prefMired in con- 
aultalion with and must be approved by the atithorities for 
whom it is made. Their approval is a sort ol order to the 
P.W.D. to execute certain work.s at the appro.tiinale cost 
stated. The second stage i.s the Minctioning of expenditure 
required for the .scheme, and very often the previou.s sanction 
of the Finance Department is required for a project. The 
third stage is the preparation and .sanction of the detailed 
estimates of the project and this i.s culled a technical sanction. 
Lastly, there mu.st be a grant or appropriation or allotment 
or re-appropriation authorising exjH'ndilure lo a certain 
specified extent for the financial year. For large construc- 
tion projects special ammnling and audit rules are pn^- 
cribed, so as to ensure aderjuate financial rtmtrol and check. 
Ordinarily, audit is conducted in three stages : (a) preli- 
minary audit by the Divisional Accountant in the divisional 
office. He exercises all the checks u primary auditor i« 
expected to exercise.* (6) The audit in the audit office which 
is conducted with reference to the sufficiency of the authority 
for incurring the expenditure, the accuracy of classificAtion, 
proof of payment to the correct individual, and the canons 
of financial propriety, (c) luistly, the test audit at the perio- 
dical inspection of the divisional office. 

From the foregoing it will be clear that expenditure is 
subjeeled to very detailed audit scrutiny. Audit has no 
L a«. dusificatiaR, ariUimetical accoraqr. MnctkaM, etc 
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MbBoniMnitive power to stop a payment, for paymenla are 
A leeponaibility of the executive. But it can amdhict a care- 
htl examination^ of every item of expenditure at evmy stage 
fnm the provision of funds and first sam^ons down to die 
record of the transaction in books of accounts. 

Audit Inspection and Local Audit 

It is on the accuracy of the original data and the initial 
accounts that tlie superstructure of accounts and audit is 
built. Most of the original records are kept in the offices 
where they originate. Hence the need for the Auditor General 
to inspect accounts offices and treasuries.^ 

The objects of audit inspection are, therefore, first, to 
verify that the initial records and accounts are properly 
maintained in the prescribed form and that financial rules 
and orders are being faithfully carried out, and secondly, 
to test the degree of care exercised by the departmental 
accounting authorities over the accuracy of original records. 

Local audit differs from inspection in that its purpose 
is to audit the initial accounts kept by government institu- 
tions and offices on the spot. Hence local audit does not 
confine its attention to the purposes of audit inspection, 
but conducts a test audit in sufficient detail to verify the 
aomiracy and completeness of the accounts according to the 
prescribed rules. 

1. To Mmiinarise then wc may say that the objects of the audit of ex- 
pentliture are to ensure (•) that provision of funds for the expendi- 
ture is duly authorised by a competent authority, (ti) that the expendi- 
ture is baciced by a proper sanction and incurred by an officer pones* 
sing the necessary powers, (lit) that all prescribed preliminaries (such 
as proper estimates framed and approvr^ by a competent authority) 
to expenditure are observed, (if) that expenditure sanetkned for a 
limited period is not admitted in audit beyond that period srit h o i i t 
further sanction, (r) that the procedure for making a pajrment is 
didy observed by the disbursing officer, (ts) that the cWms are 
anording to rules and in proper form, (fii) that the paynie m haa 
in fact been made to the proper person, and so acknowledged and 
rKorded that a second claim against government on the same accoam 
is impossible, (fKi) that the charge is correctly classified, (tx) that 
(Use calet paid for work done or supplies made are aocwB n g to any 
omcribed scale or schedule. (jr> and lastly, that the payaxiow have 
Men correctly brought into the accounts. — ^Vide Auffit Codi^ aitklc 16. 

2. %, ^OIMr to do so Is gfoan by the A.A.O., psn ty. 
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WiA ngud to trMturies only inA{MCti«ci is 
widt • view to saei^ the revenue authorities in ettahti^ing 
a sytfem of treasury workii^ strictly in aooordanoe wtdi 
the rules, and to see that the treasury rules are understood 
and observed. 

The Inspecting Audit Officer does not coniine hintsell 
to routine and inspection work ; but takes the oppor* 
tunity to assist tiie departmental officers and acooun* 
lants with his advice on accounts, the budget, the 
the financial regularity of transactions, etc., and even 
to offer suggestions bearing on the economy of public money,^ 
in particular to see that Uwre is no superfluous clerical work 
connected with accounts and audit. The Inspecting Audit 
Officer is, however, concerned with the accuracy of accounts 
and regularity of financial procedure than with administra' 
lion. 

The results of inspection are set forth in Inspection 
Reports giving the more important defects of procedure and 
financial irregularities noticed, and a brief description of 
the general state of the accounts and the nature of the finan- 
cial control over transactions. The Inspeiiion Report it com- 
pleted only after the head of the office has had the opportunity 
to read and discuss it with the Ins[>ecting Officer. The report 
is brief but the points raised are pursued till finally settl^. 

Resixts of AI'DIT 

It is obvious that audit is valuable only in so far as the 
results of its investigation are placed before the appropriate 
authority, so that action may he taken to rectify an impro- 
priety or irregularity, where possible, or at least to prevent 
a recurrence of it. The appropriate authority may be a 
departmental oflker or the government itself or in the last 
resfut, in accordance with the ‘ G>nGordats the legislaturo 
through its Public Accounts Committee. 

1. ec. dmmk ikUyt in nir»M$nng work done or makttK pajments atwr 
mem un mmt* have been talcen, such driayt beioa presumed to enha^ 
ntMS : umting compethioo among tontnctor* ; dehectt in srrafica> 
SDOits for coiuracts ; examiaatkm of authorised SchinhitM oi Rates : 
lodoupe of the revwMe bodgct ; oMapgcd •ourm ot memac ; want of 

fot tcooonn, 

2. Vide bdow Ch. Audii, lAe LtgiMotme and tht Bjutiolm. 
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The remits of endit htresdgation are made available 
the raising and purstting of objections^ and audit 
reports. If the objections are Mtisfactorily removed, then 
, wy are not usually {wrsued further. In raising and (mim- 
ing objections the auditor must necessarily possess a keen 
and symi»athetic understanding, a balanced judgment and a 
sense of proportion to assess the importance of an individual 
irregularity. 

The responsibility for the removal of objections and 
settlement of other points raised in audit devolves on the 
disbursing ofl^rs, heads of offices and controlling authori- 
ties. The Accountant General maintains a careful and 
constant watch over objections ; so as to keep the controlling 
authorities fully acquainted with individual cases of serious 
disregard of financial rules and to assist the F inance De|>art- 
ment* to maintain financial regularity- and a proper system 
of accounts. Unless the objections are pursued intelligently, 
promj^y and vigorously, the audit reports will not have 
their full value. 


Audit calls attention to impro})er disbursements; it is the 
duty of the executive to order recovery of the amounts. 
However, the Accountant General directs the recovery of 
auma improperly disbursed in accordance with a convention 
between the executive and audit authorities. If an executive 
authority desires to forego recoverv', then audit may require 
it to furnish the requisite sanctions, and these sanctions may 
be criticised on grounds of propriety or other reasons. 
When the Finance Department^ waives recovery of amounts 


1. If gwvemnient so th« ArcounUni Grneral prepares abstracts 

<>f ootstaiHiini; objections (or submission (o tlw FiitaiKc Department 
or any other atnhority that may be spccificil, 

2. When erroneoiis payments hasr been admitted in audit, owing to a 
wrong interpretation of a fuiancial rule or to usTrstght. the new in- 
tennetation takes effect front the date of issue. 


When an objection is not adjusted by executive authorities or adnums- 
tntive tfepartnmiits. the A.G. reports the comftlete facts of Use case 
WUil Ma own views to the Finance Department for orders. (^iSnarily 
ttK A.G. acta according to the decision of the Finance Department. 

•‘.CxaM wIma the conco c t permits an open and final auestfaximg, in 
vMtn case Uie A.G. is expected to seek the advkc ol the Amtor 
GontaL 
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imptop&lf disimnod, their order* can be duUenged onljr 
if permitt^ by the relevant concordats. 

To save time and trouble over petty sums the Audit 
Officers have powers delegated to them by the central and 
provincial governments by which they may waived audit 
objections under certain conditions. The Audit Officer* are 
expected to exercise these powers freely but with discretion. 

All cases of financial irregularity are not reported to 
the Auditor General, unless the Am)untant Oneral wants 
his advice in a case of doubt and diiTunihy or there are inter* 
esting and serious cases of fraud and forgery or other cases 
which indicate the need for a change of procedure. When* 
ever there is a loss or defalcation, the Accountant General 
calls for such further information as he may require on the 
subject to determine whether tlie defalcation was due to 
any defect in the rules, or to neglect of rules or want of 
supervision on the part of treasury or other authorities. He 
then reports the result of such examination to the authority 
I'ompetent to write off the loss, unless for any special reason 
he considers that the government ct)ncenied should be 
informed.^ 

Audit reports are the means by which Uie results of 
audit are made available to the legislature-^ and the public. 
Mention has already been made of the appropriation account* 
and finance accounts and the audit reports^ thereon. Not all 

1. tg. a gazetted officer in charge »f a 'wretion may forego recovery of 
irregular expenditure up to a limit of rupee one in any indivKitait 
cate ; a Dy. A.G. up to R<. 5!-. Similarly if expenditure it not an- 
iwd&able in itself, fnit is not exactly covered by rule or has 

ckfit authority or full proof of {laymrnt has not been produced, the 
A.G. may forego recovery in such a case up to Ks. so*- provided that the 
expenditure is not of a recurring nature, that the sanction would 
be forthcofiung and that undue trouble would be caused if full proof 
were required to be produced. 

2 . If there is any loss for which the Reserve Bank may be liable to 
Mvenunent. tbm the repon of the examinatian is sent to the f^iancc 
Depsutment concerned. 

3 . St. 38 (i> and 84 (1). and S- 67 (i) of the Ninth Schedule. 

4 . Approfuiatian and Finance AccounU are given separately for each 
■onernmenL Audit Reports on CctUral Appropriation Accounts are 
ni 4 parts ; (a) Defence Servket, (b) Posts and TdegrapbL (ej 
Saitways till the Federal Railsray Authority is ettablidi^ and (d) 
CvQ, that is feu- all the other govenunetA departments. 
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dw uppn^fniatiiiii seoounls are pr^red bjr tbe AmUtor 
General, W the finance aooounu are ; in either case he 
mist prepare the reports on them. Appropriation reports 
contain commants on the regularity and propriety of mcpen<- 
ditu^ the results of the audit of government commercial 
accounts, and where required of stores and stocL They are 
prepared according to the terms and spirit of the concordats, 
and deal with those matters which come within the ordinary 
meaning of appropriation accounts which will be examined 
by the Public Accounts Committee. 

Audit reports on finance accounts deal with the 
financial results shown by all the different accounts of 
receipts and outgoings and other data.' They supplement 
the appropriation accounts reports. Both sets of reports 
are very important and therefore receive the personal atten- 
tion of the Accountant General. 

The audit report on appropriation accounts is self- 
contained and prepared in a strictly detached, dispassionate 
and technical attitude without any expression suggesting any 
political opinion or bias. The re]x>rt must, on tlie one band, 
show the government th^ extent to which its subordinates are 
complying with its riile^ and orders, and even suggest 
directions in which these may be modified ; and on the other, 
ahow to the legislature how far its expressed views have been 
complied with by the government and how far moneys were 
regularly and properly spent. For the latter purpose, 
dierefore, the reiiorts subject to the concordats deal with 
important financial irregularities-^ as well as cases of losses, 
writes-off or nugatory expenditure. Some of the points will 
consequently deal with notable changes in the arrangement 
of grants, the completeness and accuracy of accounts, 
oaoesses of expenditure over grants and appropriations, 
expenditure not in accordance with the instructians of the 

1. e.g. r t y enue nSl caiiial sccounts, accouuts of public debt, of tiabiiitMs 
and aoeU aa deduced frooi the balances recorded in tte books and 
oHwr nfonnatkn. 

defideocks of uactkm, faUnre to enforce and respect ndcs of 
p reced aw^ oScnces aaainst univertaUr accepted staodarda of oScial 
oeodnet or financial adnimstration. 
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legiilabaie or whidi indioates grave faulta in the ndininiatni* 
Imb of grurta and apiuopriationa, important changea in the 
extort or character of audit of any clasa of tranaacti<Mia« 
inegiilaritiea connected with grants in aid, etc. 

Every irregularity is commented upon deafly, 
accurately and in plain language’, so that even a person ttot 
versed in the details of accounts may understand and 
appreciate its significance^ in the financial interests of the 
state. Besides, comments are confined to matters of real or 
practical concern to the legislature, individual cases being 
mentioned only if they are very serious and important, and 
petty cases only if tlieir cumulative effect is appreciable, 
Usually irregularities which have been rectified are not 
mentioned, unless tliere is a substantial point to lie made. 
Hence the advantage to an executive officer in settling audit 
objections promptly. Secondly, cases sub judice are not to 
be mentioned in such a way as to prejudice the claim or 
defence in court. Thirdly, no point relating to the salaries 
and allowances of the Governor General and Ciovernors and 
to their respective offices, may lie mentioned. In order to 
give government a chance of making their observations and 
comments on important cases of irregularity, the Accountant 
General reports all such matters to tfiem, and in particular 
submits drafts of all matters in which the action of the 
Finance Department is questioned. 

Audit does not usually comment-^ on the adequacy of 
disciplinary action taken unless in a series of cases, occurring 
more or less continuously, it has lieen obviously and 
extremely lenient, or when there is marked difference in 
the standards of disciplinary action observed by different 
departments.^ 

1. Tedmicrt expressions, i( used at all. are explained. 

2. Hence ; (a) the transaction must he explained, (b) the nature and 

anemtode of the irregularity described and any extenuating circum- 
Mnnees given, (c) as also whether there is any in die system 

wrtskh W to the irregularity, and (rf) whether remedial or preventive ' 
neaanrea were adopt^ and the at^uacy of these measures. 

3. WhQe not abacdtitely precluded from it. 

4. fteta of the disciplimuy action may be stated. Adequate snpportiirt 
evide acc snou be bron^ forward. 
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A# the finance acamnta are m audifanrV {MeMOtatlaB 
el tibe aocotuite of tfae government to die legi^tiue, the 
fi^poTt on it i« also in a just, impartial and d^ched spirit 
fisving nothing by way of financial appreciation or blame, 
nor even an opinion, foutncial or otherwise, on the merits of 
financial administration of the government save in exoep> 
tional circumstances. It is a report on completed accounts ; 
but if after completion of accounts certain facts afTecting the 
financial position have become common knowledge they may 
be mentioned incidentally. Tlie report deals widi revmiue^ 
and expenditure, makes observations on capital major 
heads, exhibits die debt position of government by a simple 
ccmsolidated statement‘s and reviews various balances under 
debt and remittance heads. 

The Finance Department has the duty of considering 
the recommendations of the legislature and the Public 
Accounts Committee arising out of the audit reports and 
their findings ; it has to inform the Accountant General 
concerned and the Auditor General of the action taken. It 
lias also to communicate to the Accountant General all rules 
passed by the government on diese recommendations. The 
Accountant General who is responsible for the initial pre> 
paration, watches the action taken on the report, and if he 
has any doubt whether a particular question or report has 
been adequately dealt with by the Public Accounts Cc^mittee 
or tfae legislature or the Finance Department, he must seek 
the advice of the Auditor General for further action on it. 

Spirit of Audit 

We have already mentioned above the spirit in whidh 
the auditor must raise and pursue objections. It » not mere 
bones but fiesh and blood that make a man ; henoe it is not 
merely codes and regulations and meticulous attemion to 

1. { If cxtraordiiiary receipts are considenUe sod seem to be ft aain i n i^ 
ifait future should be elucidated. 

£ Tcdmical tdiservations are made rcgiudiiig the maanitnde of debt, 
amooBt of revemK req u ired to uKct its service, amortisatiaa, etc. 
TIk object is to show a complete mumer a t ioo of K»Unf« ander 
VRse faewia and review the otfreat state of accotaits onder cadh head. 
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d eteil but Aa true spix^ of audit work diat malcm an 
aud^or. He has always, no doubt, to keep before his mind 
his primary lunctums of securing the sab^ntial etantSaen 
of ^ accounts, and the regularity and propriety of indivi* 
dual financial transactions. As a consequence it is for him 
to decide after completing his detailed scrutiny, whedmr to 
require regularisation and correction in an individual case 
or merely to be satisfied with prevention of error and 
irr^pilarity in the future. In these decisions his discretion 
will be guided by the general principles of audit ; he must 
remember at all times that though financial rules and 
orders must be observed, mere rigid and literal enforcement 
of the regulations may degenerate into wholly unintelligent 
audit. 

Hence the auditor is expected to avoid insistence on 
trifling errors* and technical irregularities, and rather to 
devote more time and attention to really important and 
substantial irregularities. On the other hand, the auditor 
must guard against failure on his part to appreciate the 
significance of what appears to be trifling, for that failure 
may lead to his overlooking an important fraud or defalca* 
tion. Besides while trifles and petty errors may be negligible 
in themselves, their cumulative effect may be very important 
and serious. They may indicate carelessness and ine^ioicy 
in the maintenance of accounts or in financial administration 
generally. 

To steer clear between this Scylla of ignoring 
tremendous trifles and that Gtarybdis of unintelligent litmul 
interpretation is the very difficult task of the auditor. To 
be judicial and judicious is not by any means easy. The 
audHor requires considerable experience in interpreting 
rules, although he is greatly helped by a number of codes 
which are framed by the crystallisation of departmental 
casc’law over a long period of years. The auditor must 
follow ffie actual words in the ci^es, diou^ a mere atten* 
tkm to detail will not serve to prevrat, what is audit's 

I. F<or tys naion Audit Offiem fasve been gi'oi the power to waive 
amdtt objeetkas where pettr foms are coaoenied. 


18 
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IwidanMiital patpose, 4ie tax'pajreri* mwiey Irani betof 
•pent insularly and wastefully. The rules are certainly 
laid down ; but they are not ends in themselves but means 
to an end.’ 

Where there is a conflict between the letter and die 
spirit of the rule, the auditor must follow the spirit of it 
by getting at the real intention behind the rule. Whenever 
the auditor has difficulty in interpreting a point, he should 
refer the matter to a higher audit autliority. Unless audit 
has the right spirit, much time and trouble will be lost 
and unnecessary friction engendered over trifles ; unless 
diere is the right spirit, too, audit comes to have a bad name 
and the auditor is considered as one whose business is to 
put spokes in the wheel. 

Discretion has to be exercised by the Audit Officer. 
The clerk carries out detailed audit and applies the rules 
strictly. When this has l>een done, the Audit Officer 
exercises his discretion whether objections according to the 
strict letter of the law ought to be raised. 

In all his correspondence on audit matters with the 
executive the Audit Officer has to he courteous and imper* 
acHial in his language, clear and intelligible on the iteue 
raised. Criticism must be accurate, fair and dispassionate. 
Innuendo is strictly forbidden. 

Hie auditor has responsible tliough unpleasant 
functions, and he must assist government to exercise finan> 
cial control. But he will never assist government by 
creatuig the impression that he is far more willing to apply 
strict roles than assist in other ways. Audit must not only 

C int out the mistakes ; it must also indicate how dmy may 
rectified and in future avoided. He must be critical and 
4tenstrucUve, he must investigate as well as educate. 

C. Critkaaik 

So far we have dealt with the principles and practices 
pf govmiiinent audit and aax>unls and respmisibilitics 

AtuBt mif rdbuc {oniafities ; U ought never to rdu enentMt. 
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«| ^ audit and aooottots organiMtions. It remains now 
to eiamine die relations of audit with the state organs and 
<dEcial8T the peculiar * combined system * prevailing in 
India and the experiments in connection with l^e separation 
of audit from accounts, and finally to assess the efficiency 
of audit. 

Audit, the Lecislature and the Executive 

The Auditor General of India is not the direct agent 
of the legislature. Yet he carries out U»e audit of the 
grants voted by it and of the appropriations made 
by the Governor General or the (^vemor ; and 
assists the Public Accounts Committee personally or 
through his subordinate officers in the examination 
of the reports on the Appropriation Accounts. As 
long as the power of the central legislature is limited, 
the Auditor General will not have that direct access to it 
which will make audit a more powerful weapon for the 
purpose of financial control on the part of the legislature — 
an instance of a constitutional limitation affecting the system 
of financial administration. 

Tlie Secretary of Stale for India retains the power of 
issuing or amending rules relating to certain Service. All 
infringements on the powers retained absolutely by the 
Seoctary of State are objected to in audit and the Auditor 
General has the right to compel a reference to him in ail 
Budi cases. But if the Secretary of State has delegated 
any of these powers to authorities in India, audit treats 
those powers as belonging to those authorities in their own 
ri|^ 

The Secretary of State also exercises control to some 
extent through directions issued under S. 14 of the Act. 
1^ tbe responsibility to see that such directions, when they 
are of a financial or quasi-financial character, are observed 
nwts on the executive and in particular on the Finance 
Depaituient. Tbe Auditor General, because of establisluNl 
^miyentioii, receives a copy of these directions, and therefore 
W nay Wing, though always informally, to the notice of 
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dw Fuuuioe Department any failure where prior 
ocmsoltatioo with t^ Secretary of ^te waa neoeaaary. 

Relation* between the Auditor General and the 
Governor General and the Governor regarding the form of 
account*, the principle* and method* on which they should 
be based, the classification of items, the inspection of 
secret books and documents and the submission of all 
accounts and reports have been considered above, and are 
therefore merely noted here. 

The relations of audit with the Finance Departmoit 
ought at all times to be harmonious. That Department 
is the authority responsible for the administration of the 
financial rules of the government and the maintenance of 
suitable accounts by otlier departments and establishments 
subordinate to them. Ginsequently audit has, in the 
interests of efficient financial administration, to render all 
legitimate assistance to that department and not restrict it 
to cases where its advice is sought on the application of 
financial rules and orders. The Finance Department, on 
its part, has to assist the Audit Officer in cases where a 
rule or order has been disregarded. Ordinarily the Audit 
Officer before taking any action, either to secure settlement 
of an objection or call for relevant papers or information, 
refer* to the Finance Department. The Audit Officer may 
and in fact does criticise even the Finance Department ; 
but as both aim at securing efficiency, economy and 
propriety in public finance, they can best achieve the 
detdred result by establishing mutual understanding and 
co^IpBration.^ Audit coHiperates by assisting in all matters 
pertaining to the drafting, amendment and interpretation of 
rules having a financial bearing, to budgeting and financial 
control such as watching Uie progress of actuals, to the 
efficient working of treasuries, to the action to be taken on 
SRidit reports and the observations to be placed before the 
llPttUic Accounts G>mm4toe. 

The xelatifMiB between audit and the mcecutive govern* 
nenta, oenteal and proviimul, are governed by lu^Didpiee 

I. Vide AA.O, far* 15. 
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set fortli ia agreements between l^iein, called omconlats, for 
the observance of wbidi the head of an audit office is 
penmiaUy responsihle. It has hem claimed that these 
cmioordats do not surrender the independence of audit, 
but merely emulate the conduct of the audit authoritim in 
their dealings with the executive. As the concordats are not 
{ujblished documents, comment is not possible. There 
seems to be hardly any reason, however, for withholding 
publication. Audit is a sort of judicial process, and the 
legislature and the public have a right to know in what way 
audit has already tied down its hands through the con* 
cordats. Of this we may be sure that audit may not consent 
to illegal acts or transgress the fundamental principles of 
audit ; otherwise it would fail in its essential duties. 

In his auditorial capacity the Auditor (^neral is given 
complete independence by statute ; in his financial and 
administrative capacity he is under the executive. But by 
convention he has been given considerable fmancial and 
administrative^ powers, so as to assure him of greater 
freedom in bis audit work. 

The ‘ Combined ’ System 

Audit and accounts functions, we have seen, arc 
entrusted to the same agency. On principle such an 
arrangement stands condemned. In practice the combined 
system is mitigated in several ways. In the first place the 
initial accounts in the treasuries or the departments are 
kept by executive agencies ; die audit authorities check the 
primary classiScation made, then compile and consolidate 
the accounts. Consequently there is no pre-audit of 
transactions, such as one might be led to expect in a 
ixnnbined system ; because an agency charged with both 
foncticBts mig^t as well audit each transaction before it is 
completed. In fact only a very limited number of transao 
d<»8 is pre-audited, and that ar provincial h^quarters 
wfame die Accountant General’s office functions ail ^ treasury. 
Secondly, the actual organisatioD of a combineif audit and 

eg. tte |tmn«h «l Ae staff. 
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acocmnut o8ioe provides £or a sy^on of diecks. Tlw 
•ecUcMM dealing with accounts are distinct from those deal* 
ing with audit ; and further one section, as far as possiUe, 
acts as a chedt on the work of the other. 'Die accountant 
and the treasurer in a treasury provide a ciieck on each 
other’s work ; the Appropriation Audit Section of the 
Accountant Ceneral’s office exercises a check on the audit 
work of various sections entrusted with the detailed audit 
of departmental accounts. This ensures accuracy of the 
work done, and provides for a degree of separation of 
accounting from audit functions. Thirdly, tlie combined 
system does not prevail in all the departments. The Rail- 
ways and the Defence Services have their own accounting 
organisations attached to their executive offices. 

Tliere are three questions which must lie decided in 
regard to accounts and audit in India. First, should there 
he a centralised system for the province.s and the Central 
Government ? That depends on the provinces, for the 
constitution provides for autonomy in the sphere of audit 
and accounts. Secondly, should not tiie Auditor General 
be independent of the authorities whose transactions he 
audits ? The answer is that the Auditor General and his 
subordinates are given such independence by statute ; 
even though they do not possess the strong position of being 
the direct agents of the legislature. The third question is, 
should the Auditor General be entrusted with the keeping 
of accounts and their audit ? The answer to this has not 
yel been finally settled upon and we shall therefore examine 
the question of separation of audit from accounts in a 
little more detail. 

This question may be considered from two main 
aspects : (a) of financial control by the administration, and 
(b) of efficacy of audit by the Auditor General. On die 
ss^ject of financial control it is an axiom of fiiumcial 
adiniiiiistratimi that those who administer public funds oii|^ 
to reodrd their transactirms and be respmisible for keep^ 
within the allotted grants or afqwopriatioiis. 
j|cr dMsee purposes, clearly, they should keep dbeh- own 
sinommts. or else have paompt access to aoctmiA which 
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they can verify are true accounts. Under die oomhined 
oysteni it takes some time for the AocounUint General's 
offiee to collect voufdiers from the treasuries, to clasrily and 
compile the accounts.^ Besides the comparitwm betwetm 
actuals and grants by the audit authorities is largely 
mechanical, as only the executive can profierly asseta 
future liabilities. As for accuracy in accounting it may be 
pointed out that the Accountant (ieneral’s office not only 
checks the accounts hut alsct classifies and compiles them ; 
with the result that there is no independent test of their 
accuracy. On all these? grounds, therefore, efficient financial 
administration is not possible. 

But perhaps on the audit side the combined system ia 
even more disastrous. It is against the fundamental 
principles of audit for the auditor to keep the accounts he 
audits. Secondly, the division of attention between ac?counts 
and audit is hardly conducive to careful audit. Accounts 
have to be compiled by a fixed day and so audit is sacrificed 
to punctuality in submitting accourits. Routine work takes 
up most of the time ; inquiries and investigations into the 
efficiency of the primary check may therefore l>e neglected. 

Merits of Separation 

On lx>th scores, therefore, there seems to l)e a good 
case for the separation of accounts from audit. Many 
advantages are claimed for such a system. (a) The 
accounting staff would scrutinise tiie accuracy of claims before 
paying the amounts and have the figures for entry into 
the accounts at the same time that the charges were ready. 
This would enable a better check' on payments than now 
exists and the accounts to be compiled without any delay. 
(6) Further, the accounting staff would be attached to eadi 
office and would work immediately under the Finance 
pepaitment, which is entrusted with toe funcUon of pmnot* 
iag economy and controlling expenditure. icooanting; 

1. Tlie a ecoan te of a oumh are ready only bjr the xsth Ite {sffbm’nn 

Z Accura cy of biila and greater co«x 4 >Uancc wid) finaad^ ttdei, Pni 
wdbn. 
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ttaff would tl^refoie very greatly assist in finandal control. 
Again, being in closer to^ widi their own departments 
and therefore conversant widi their difficulties and needs, 
the accounting staff would prepare the budget and revised 
estimates more successfully. Hence financial control and 
assistance would gain enormously, (c) On the other hand, 
audit being relieved of routine work and entrusted with the 
task of examining* the completed accounts compiled by 
others, would bring a more detached attitude to bear on 
the accounts and concentrate on the larger issues of impor- 
tant inquiries, investigations, systems of internal check, and 
so on. It would keep in touch with the executive through 
its inspections and local audit, (d) Lastly, and by way of 
rebuttal as it were, if separation involves two processes of 
audit, the alternative, if departmental authorities are to 
exercise proper control, roust involve two processes of 
accounting. The latter is wasteful ; effective audit both in 
its actual results and in its moral and preventive effects is 
expected to produce savings which to some extent pay for 
its own cost. Separation ensures the efficiency of the account- 
ing system and the accuracy of accounts by an independent 
check. If separation is more costly than the existing 
system, it is in some way the price to be paid for political 
autonomy and financial control. 

The chief advocate in 1923 for the separation of audit 
from accounts was Mr. C. E. Jukes of the Finance Depart- 
ment of the Government of India. The necessary permis- 
sion was obtained from the Secretary of State and an 
experimental sdieme of separation of accounts from audit 
was introduced on the civil side in the U.P. and in certain 
eestral departments also. 

The United Provinces Scheme 

The accounts organisation was made direcdy 
aidboidiiiate to the Finance Department. To eadi laige 
dhlmtmeirt and to each group of smaller departments was 
atiieiied a Pay and Accounts Office in charge of a Pay and 
A^unb Qffion, and, as far as possible, in the very office 
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of die liMd of the d^itmeot conoenied. The Pay and 
Aoomuita Officer acrutiiiised all bills relating to dw defiart* 
ment before the cheque was made out for paynmit at a 
treasury, whidi then became a sort of banking counter. 

Pay and Accounts Officers compiled their own accounts ; 
but the oompilatioU for the whole province was carried 
out in a Central Accounts Office under an ofiicer who was 
Um immediate superior of the Pay and Accounts Officers 
at^ directly subordinate to the Finance Department. The 
Pay and Accounts Officers prepared the budget and revised 
estimates, which were then sent to the Finance Department 
for check and acceptance and preparation of demands. 

Audit was entruste<l to a Director of Audit* who carried 
out audit partly in tlie Pay and Accounts Offices and partly 
by local inspection of subordinate executive offices. 
Success has !>een claimed^ for tlie experiment ; for 
it is said that where the scheme was effectively 
tested, all the benefits detailed in the previous 
section were realised. Audit improved, for it could 
effect radical improvements by concentrating on larger 
issues. It was further claimed that l>ecause of this 
success separation in the Defence Services and the Railways 
was finally accepted by the Secretary of State. 

In 1931 owing to the retrenchment campaign the 
experiment was given up with the approval of the Secretary 
of State who gave his consent on financial grounds alone. 
The separation of accounts from audit was continued on 
the Railways because under the new constitution they would 
be controlled by an autonomous body, the Federal Railway 
Authority. The system in the Defence Services continues 
as before ; their accoimting authorities were never really 
subordinate to the Auditor General. 

TPhatever defects the system of separated accounts may 
have, it has the full backing of financial theory. But in 
actual life finance plays a very important |>art, and it will 
dterefore be useful to see bow far the preaer^ ayatem is 
asivaatageoaa, in what ways it fails, and Wly if it ^ 

L Basiac the ttstoi of an Accountant GencnL 
2. Thaqi^ SawemmaU fast not finally admitted that rl a tm . 
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jpowible to effect cjunges within the combined system; *0 
M to free it from some at least of its defects wiffM»iit 
increasing the cost It is held now that the present sy stem 
gives audit a much closer insist into financial admkiistn* 
tion generally, and a much greater opportunity of assisting 
the Finance Department ; and in practice does not hampm 
financial administration. 

The Case Against Separation 

(1) The first argument for separation is that financial 
control is inadequate and that the system of scrutiny before 
payment would remedy the situation. Yet this system 
cannot always be immediately applied' and is suitable only 
where payments are centralised in a limited area. Further, 
compilation of accounts has been very greatly speeded up ; 
so that figures for progressive expenditure are ready for 
use within a few weeks of the date of payment. This data 
is sufficient for control of expenditure for the greater part 
of the year. Thirdly, the centre and the provinces have 
found the assistance given by the Accountants General in 
the preparation of budget and revised estimates adequate 
for all practical purposes. (2) To the second argument 
that audit itself would be more effective if separated from 
accounts, the answers seem weaker. It is claimed, however, 
that the test-audit staff being less in touch with the executive 
would be less advantageously placed for the conduct of 
audit against propriety, called also higher audit. The 
claim has force ; but it could be replied that this scrutiny 
might as well be carried out by the accounting staff in a 
separated system which would be under the Finance 
Department, the department primarily concerned with 
economy and propriety. The other fact is that a sy^mn 
of separation would involve an increase of expenditure. 
The Pay and Accounts Office would cost as much as the 
Aocowtant General's office today and in addition dime 
wooM he die co^ of the statutory audit To estimate die 
mdiMl die argument we must see whedier die advaatagea 

t eg. eontingent eiuienditnK where Mniiiiqp is Ihnted to chedc sgsimt 
iSnip suns. 
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.derhfvd fitwi die sjrstem of sefMraHon are so great aa to 
oiilsveigli cost It » held that the present arrangementa 
give ahnoat as good results in audit as are claimed for the 
other system. Besides, the provincialisation and depart- 
mentalisation of the accounting organisation might lead to 
its deterioration. A central service* has more opportunitiea 
for preserving and improving its elTiciency. Again an 
accounts organisation under the executive will be less free 
to criticise, and check the extravagances of, the latter. The 
Auditor General is assured of an independent status and 
this contributes not a little to his efficiency in audit. As 
for the necessity of having a double audit in the system of 
.separation, it may l>e replied that the Auditor General will 
exercise only a test-audit. Tliere will not l>e a full 
duplication of audit work. 

Perhaps the greatest argument for the combined system 
is that in practice it has proved itself adequate to the tasks 
it has bad to fulfil. Tlie movement for change has come 
on grounds of principle, not on grouiulH of practical 
deficiencies. 

Hence it would lie sound, wc tliink, to modify the 
present arrangements ; so that fundamental principles are 
followed as far as possible without any undue increase in 
cost. It is not quite true to say that the Auditor General 
audits his own accounts, for the res|x>nsil>ilj|y for initial 
accounts does not rest with him. He, however, classifies 
the accounts which he compiles ; to that extent there is no 
check on his classification. In Mailras the treasuries 
submit classified accounts to the Accountant General. Audit 
of classification has a meaning therefore in Madras. This 
system could be extended. The function of the Auditor 
C^neral would then be restricted to consolidation of accounts 
and their audit. It will be clear such an arrangement 
does not at all vitiate audit, though it is economical in ita 
working. 

It has been found that where the Auditor General 
ecMidto^ only test-audit, his recommendations carry Itoe 

1. It wttt lie aeamlljr gnnleA that the larger the deiHutiiiem, the fCeater 
the SOEipe for tratnmg new raeo. 
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«i8s|^. Tlie executive dqpeitments rely on ^ aodllurts 
•teff ; audit becomes a legal necessity adiidi the departments 
asitst bear because they cannot do a#8y vdth it This lailc 
of prestige* is, we think, a serious matter for consideration 
spemally as the Auditor General is not the legislature’s direct 
agent. For speeding up the accounts, machine accounting 
would certainly be of great value. 

Efficiency of Audit 

We must conclude this chapter by evaluating the 
efficiency of audit. In the first place the very existence of 
an audit machinery, as was remarked in chapter II, serves 
to dieck frauds and irregularities. The departmental 
offices hardly like to come off second best in their evidence 
before the Public Accounts G>mmittee, and they are 
careful to satisfy the demands and criticism of the audit 
authorities. Secondly, thou^ not inherent in the 
auditorial function, tlie Auditor General by convention has 
bemi given the power to effect recoveries of all irregular 
expenditure. Thirdly, audit is not the administration, and 
cannot, therefore, enforce economy directly l)ecause it is 
not in touch with facts. Audit sees that the financial rules 
and orders are carried out and tliat the administrative 
officers do not go contrary to the expressed instructions of 
die executive and the legislature. But the bills are prepared 
by the administrative officers ; it is for them to see that 
charges included in the bills are really incurred.^ Economy 
in expenditure is primarily the concern of the administrative 
department and then of audit. Fourthly, it is sometimes 
asked whether audit is a financial proposition, whether it 
pays its way. It is true to say of audit, as of certain 
odier departments,^ that its function is chiefly negative. The 
fact that there is a police force reduces crime ; similarly 
the fact that there is an audit department which will 

1. H aadit ceues to be a force, the money spent on it is a waste. 

2. Cotificatwa as to initial facts is left to executive officers A cert^ 
vtfttMUfft is verified at local inspections. Vide IntrodtKtitm to 

^ Gatvrtinifwt /tndif ond jiccomiilt, articles ap and yo. InArect work 
in the preventkm and detcctkn of fraud hu been importaitt. 
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fetitesily and widiout favour bring offoiden to book 
reduces tnegularitks and conduces to ecoiunny. Fifdily, 
aodit ofioeia have rendered valuable pioneer aervioe at 
regards accounts whenever they have started work in a fresh 
field.* They have moulded and still mould the form of 
accounts and prevent errors of principle. Lastly, — and this 
is a charge levelled against audit — the Audit Officer has 
devoted his time to detection of technical errors. This has 
been so because the rules to be applied are themselves 
elaborate and because the bills have bmn prepared wrongly. 
The enormous number of objections raised may also be 
due to lack of intelligence and undue rigidity on the 
part of the auditor. To that extent audit has not been 
animated by the true spirit. In extenuation it may be 
said that the rules prescribed are themselves very rigid 
and admit of no relaxation. Audit is ever increasingly 
devoting its time to promote economy. As irregularities 
diminish, more time is released for such tasks. 


1. £4* Local Fund Awbt 



CHAPTER X 


PUBUC ECONOMY AND FINANCIAL CONTROL 

The Centre and the Provinces 

Finance in any state is a matter of the utmost 
importance. Good administration aims at securing revenue 
e({uitably and spending it prudently and economically. 
Governments like individuals must be careful in the manage* 
ment of their financial operations, whether revenue, 
expenditure or debt, even though there are great differences 
between the economy of the individual and public economy. 
1116 individual works for a profit and the profit actually 
made is the test of the efficient administration of the under- 
taking. The state must govern well ; it must balance 
expenditure against income, it must keep down the costs 
of a service to the minimum. The test of good government 
finance is a balanced budget, balanced not only on paper 
but in fact. Again the individual is concerned with his 
own interests and the interests of tliose closely connected 
whh him ; the state must order all things always with an 
eye to the future, to the interests of generations to come. 
Hence the statesman and financier may even have to oppose 
a, scheme which, though it might promote the imm^iate 
well-being of the people, will impose burdens in later years. 

Public Economy is the ordering of public business 
with the least cost to the tax-payer. Financial Control is 
&e means to achieve it. The first will deal with the 
i^iqlmation of waste and extravagance both in the financial 
policy decided, upon and the actual administration of 
aervices ; the second will centre round the agencies, methods 
liaid principles by which control in financial matters is 
fEWcIsed. Democracy, Bryce has remarked, is the most 
expensive form of govemmmrt, and in recmt years the 
iki^emiveneas of administration has increased. Partly, 
fibe increase may be attributed to the cbluigc in 
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pditica] ideology from the Police State to the Service States 
and ^ omaequent demands on governments to |irovkle 
BMure and amre services. 

Belore we plunge into the subject of economy and 
control, we should note a few differences that exitd between 
the centre and the provinces in India, in order to assCfM 
rightly the problems and limitations they have to face. Umi 
problem of public economy and financial control depends 
very largely on the power of the people, exercised throu|^ 
the legislature, over the purse. It was pointed out in an 
earlier chapter that the control of the central legislature 
over the budget is greatly restricted, while that of the 
provinces, within their own sphere, is fairly substantial. 

Secondly, the full burden of the sterling debt falls on 
the centre only. This debt, thanks to the large amounts 
that have Iteen repatriated since 1937-38 and specially 
during the present war, is now almost wiped out ; and there 
is the possibility of India emerging as a creditor country 
when the war is over. Payments for the service of debt 
come under the category of expenditure charged on the 
revenues. 

Again currency and exchange are the responsibility of 
die CCTiLre which has to meet large sterling obligations every 
year. When the balance of trade is favourable these obli* 
gallons are easy to meet ; when unfavourable and the 
exchange is weak, the problem of making sterling payments 
is difiicult. 

Even a slight fall in exchange causes a considerable 
extra burden to the government in rupees for the discharge 
of sterling obligations and uncertainty to those engaged in 
trade and industry. Besides it has b^n claimed — it is. not 
for us to enter into the controversy — that the value of the 
rupee in terms of sterling has to be maintained in order 
to preserve Indian credit in the world market. The Gov- 
ernor General has the special responsibility, to safeguard 
India*s financial stability and credit ; and this .Deludes the 

of seeing that normally expenditure is kept within 
*wcnne, that ^ loans are resorted to, dieir terms and objects 
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tacfi audb as will not prejudice die credit of IndUf and 
that a sound exchange and currency policy is f<db«ed. 

The n^ constitutiim divides the resources of India 
between the provinces and the centre. But the provinces 
thouf^ they have expanding functions, nevertheless have 
been allot^ inelastic sources of revenue. Hence die 
constitution provides for assignments of taxes and grants to 
the provinces. The Niemeyer Award has determined their 
extent and distribution.^ To the extent that such taxes are 
administered by the centre, the provinces cannot be said to 
have full control of the purse. But such adjustments are 
inevitable in a federation. 

Financial control will have to face the problem of 
growing expenditure. Between 1933-34 and 1936-37 there 
was an increase of expenditure by 69 'a, and part of this 
increase may be accounted for by the expansion of legisla* 
live bodies, separation of political from administrative 
fimctions, creation of ministries and parliamentary offices, 
creation of new provinces, expenditure on buildings for 
administrative purposes, etc. On the other hand provincial 
revenues arc inelastic and most of the Provincial Govern- 
ments committed to abolishing excise through a policy of 
Prohibition and making generous concessions in land 
revenue. The centre for its part has to deal with the 
problem of defence in a war-ridden world with its cusUmis 
revenue on the decline. 

There are broadly two ways in which economy may be 
effected, by economy of policy and by economy of manage- 
ment. The first deals with the question “ l^at services 
^ould government provide ? ” and the second with ** How 
can ntoney on a particular service be spent to the best 
advantiq^ ? The first refers to the objects of ejcpenditure ; 
die second to the manner of administering those objecta cmce 
th^ have been decided upon. Administrative authorities 
only concerned widi dm latter ; it is the executive and 
all the legislature vdiich should decide the first 

Ol XI. FhioHeHU 
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Tlmr« are broadly four agencies that are «ngafed ui 
financial control : (a) the administrative dfiom and die 
executive whidh forms the apex of the administrative pyramid, 
(b) die Finance Department, (c) audit, and (d) the legiala* 
hire. We shall examine the methods and scope of eadi of 
these agencies. 

The Administration and the Executive 

The estimating and disbursing officer, as was seen in 
chapter V, is the head of the office or department ; and on him 
falls the responsibility of exercising the first checks to secure 
economy and efficiency, for he assists both in formulating 
policy and in executing it. He is re<{uired to examine all 
schemes pertaining to his department, give his considered 
opinion on them, and, if he deems useful, suggest alternative 
s^emes to meet the end in view. He is in touch with all 
the details of administration and the higher authorities must 
necessarily depend on his honesty, sincerity, discretion, skill 
and efficiency to effect all possible economics at this stage. 
No person is better fitted to eliminate waste and suggeet 
alternative methods of achieving a particular object. For 
example, he knows more than any other officer the staff that 
will he necessary, the amount of work that may reasonably 
be expected, the quantity of materials required, etc. 

Finally, as the estimates of a large scheme are made 
up of these smaller estimates, the importance of the latter caiK 
not be exaggerated. The head of an office is the man on the 
spot. If he determines to effect economies he is in an excel* 
lent position to do so. But on the other hand if he disregards 
eoimomy and efficiency, the higher authorities will find it 
di&mlt to point an accusing finger at any definite wastage, 
as in the fir^ stage of estimating it is not the absolute value 
of a saving that is important but the cumulative effect of 
aavings in a number of small and apparently insignificant 
dizectumsi — trifles indeed that go to make perfection. The 
bigber antliorities in the hierardiy of control will ctmoem 
fficinaelvo with comparison and co-ordination, general pco- 
oedoxe and principles ; they will neither be in a poaitm 
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l»v« ^ tune to go into drtails. And unlew die Ined 
«{ en office exerciseB m £nn control in the interests ol eoo* 
oomy, he has surely iailed in ius duty — an adminbtrator 
uho disr^ards economy is not worth his salt 

The head of an office is undoubtedly assisted by the 
heads of die different sections in his office. These will have 
an even more intimate knowledge of detail^ ; but dieir 
interests and work will be narrow. It is the head of an 
office who is in the best position to view the working of the 
different sections as a whole and evaluate the contributioa 
of each to the business of the office. Hence the tendency to 
entrust the head of an office with financial duties as well ; 
in this way he is able to criticise expenditure from the stand- 
points of economy, regularity, financial policy and technical 
correctness. 

To co-ordinate and control the work of the estimating 
and disbursing officers, who are the first link in the diain 
of financial control, there are the controlling authorities, 
through whom the estimating officers forward their estimates 
to the administrative departments of the government. These 
authorities scrutinise the estimates submitted to them in the 
light of comparative data, past experience and the explana- 
tions given by the estimating officers for variations in the 
estimates from the figures of past years. The head of an 
office is apt to take last year’s expenditure as the basis on 
which to construct the present estimates ; to follow the line 
of least resistance by allowing things to go on as in the past 
is a great temptation for him as for any other mortal. To 
^ect changes will call for a deal of correspondence with 
Ac higher auAorities, require a number of questions akin 
to cross examination to be answered and, worst of all, may 
disturb Ae good relations wiA Ae staff. No head of an 
office wants to plunge into a new state of affairs which he 
does not know, when he has already an organisation running 
smcfoAly wiAout trouble. This tendency to leave Aings aa 
Aey are is one of Ae problems which have not been fully 
seized — even Ae Finance Department seems to be no «tcep- 
tiod— iiiid given human nature as it is, may never be settle. 
Cbie tMt ^mtpenditure is sanctioned it goes on frinii ymt to 
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ymt imlil owii^ to a depreautm or a cataclysm a lej^athre 
or administratire committee n appointed to inquire into die 
possibilities of retrenchment. The controlling audiority 
examines whether the estimating officer has given thought to 
eadi item of expenditure ; from a comparison with other 
offices he suggests lines of investigation with a view to eoo* 
Domy, and, if he iinds fault with the system followed, calls 
for further explanations. He then consolidates the estimates 
he has received and forwards them to the administrative 
department with his remarks. 

Controlling authorities also distribute the grants and 
appropriations for the year to the disbursing officers. Each 
disbursing officer must watch the progress of expenditure on 
the items under his control, and bring to the notice of the 
controlling authority any tendency to excess or saving. The 
controlling authority also watches the progress of actuals in 
all the offices under his control and is, therefore, in a better 
position to judge if supplementary grants will be necessary, 
and advise transfers from one unit of appropriation to 
another. 

The final administrative authority is the department of 
government concerned with a particular subject or group 
of subjects. These administrative departments may be con- 
sidered in their relations with the subordinate administrative 
authorities, the Finance Department, the ministry (at the 
centre the Executive Council), and the legislature. 

The administrative department is concerned with both 
policy and management. From its subordinates it gets the 
details of schemes fully worked out and where possible 
even alternative suggestions ; to the Finance Department it 
submits all its proposals for an examination of their finan- 
pial implications and bearings ; through its political head, 
the minister-in-charge of the department, it participates in 
all discussions of policy ;* before the Public Accounts Com- 
mittee of the legislature it is answerable for all irregularities 
in ffiiance committed in the department and by subordinate 
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Hie scrutuiy by die admimstrative department o£ dm 
eBtimates from controllii^ autfaonties is guided by die polky 
of the government with regard to special que^ons, e.g. edo> 
catitm, rural development, prohibition, defence, etc^ or 
generally to the amount allotted for the expenditure of die 
department, and by the instructions of the minister on matters 
which are not grave or important enough for cabinet decision. 
Before the estimates are submitted for the consideration of 
the ministry there is an informal meeting of the secretaries 
of the different departments, and on all minor matters claims 
are adjusted by mutual understanding. The political head 
of a department is not at all concerned with routine work ; 
he devotes or should devote his entire time to policy. Tbe 
permanent head of a department is the secretary. He scru- 
tinises all the estimates pertaining to his department and 
then, with die approval of the minister, forwards them to 
the F'inance Department. If the administrative department 
reduces the estimates of a subordinate authority the Finance 
Department does not question the reduction ; for the respon- 
sibility of keeping expenditure within the estimates is pri- 
marily that of the department concerned. If the estimate is 
increased, the Finance Department, after scrutiny, may 
restore th^ original figures. In the event of the administra- 
tive department disagreeing with the decision of the Finance 
Department, the matter is laid before the government col- 
lectively for orders. 

Hie administrative department distributes grants, com- 
municated to it by the Finance Department, to the controlling 
and disbursing officers. It is the duty of the administrative 
Apartment to watch the progress of expenditure, and it has 
power to grant re-appropriations between heads subordinate 
to a minor bead. If expenditure b likely to exceed die 
grants, it must take steps to have the excess regularised by 
«ui^lementary appropriations. 

Hiere are three departmental chedks imposed, diero- 
{ore» on financial affairs ; first, the check or control exn- 
eised by tbe estimating and dbbursuD^ officer ; seouidly, die 
ecnttbiy of die oontroUii^ authority ; and lasdy, die 
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wporv^oo of the admiaistradve departmentt whidi boon the 
fiM^Kattibility for all the iHiainess under its control. As we 
go to higher levels in the administrative hierarchy, m^cu* 
lous control of details is lessened and more attention is paid 
to general principles and policy. 

No matter having financial implications may be pre* 
sented to the ministry, unless it has first been examined by 
the Finance Department. The Finance Department is con* 
oemed not with the general policy to be followed (very often, 
and certainly in the case of major schemes, this is laid down 
by the ministry), but with the cost of a particular scheme 
and financial procedure in general. The Finance Depart- 
ment examines the financial implications of a scheme in all 
its bearings. It calculates the cost of each item or checks 
the cost as given by die administrative department, investi- 
gates the necessity for the items, states whether the estimates 
are in excess of requirements, whether the expenditure is 
recurring or non-recurring, and whether taxation or borrowing 
will be necessary. The administrative department has to meet 
the criticism of the Finance Department, and if matters are not 
settled by correspondence or personal discussion between 
the secretaries and ministers, they are referred to the ministry 
for decision. 

The administrative department assists the minister who 
is the head of the department. The minister l)eing an 
amateur in administration restricts himself to the higher 
issues of policy. The department must work out the details of 
these issues at a minimum cost. Under the new constitution the 
Governor General and Governors are entrusted with special 
responsibilities, and the obligation is laid upon the minister 
to bring to the notice of the Governor and the secretary to 
the notice of both minister and Governor all questions involv- 
ing these special responsibilties. In all minor nultters the 
minister and his department are autonomous and both are 
responsible for the plans they sponsor. The administrative 
departmmit, theaefore, in relation to die executive is asso- 
ciated with die framing of policy, and is at the same time a 
oo-etdiniiting and controlling auAority over its ‘subordinate 
eflSciali. 
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Tlie a^niiti^Tative dqitaittnem iiamg TMpomiUa ler 
attimalet of and azpanditure <m die services entrusted In it, 
tile secretary is liable to be called upon to explain and give 
evidence before the PidiUc Accounts Committee of the 1^^ 
lature for all irregularities that may be committed in has 
department or offices subordinate to it The system of 
administration in India is based on departmental responsi- 
bility and the administrative department, therefore, must 
bear its full burden in estimating, in watching expenditure, 
in making payments according to rules and regulations laid 
down, in enforcing all economies and preventing waste and 
extravagance, and in promoting efficiency. TTie Finance 
Department is the watchdog of the interests of the 
government ; but the primary responsibility is that of the 
administrative department. 


TTie administration is subordinate to the executive ; 
wen more, in the parliamentary system, the executive is the 
fmal autlionty in administration. Yet the ministers being 
amateurs do not usually have any technical knowledge of 
feeir^epartmental work and often hardly have any business 

office- But the minister 
or ought to bring the invaluable qualities of com- 

between conflicting 

Sih almost totally concerned 

with policy. In minor matters the minister decides the issue 

h" ,v r®*PO"s'BiJity ; in other matters he acts on the 
decision of the cabinet of which he is a member. His influ- 

personal abilities and 
committed. The 

i ^ k to plead for economy, that 

M his business. If the Prime Minister backs him, then the 

S ^ndit** * 'h'' u ^ economical and careful about 
U Jo'^cver the Finance Minister is with- 
support, as has happened at the centre, his pleas for 

wilderness. It is the 
«^tive ^ich reviews the estimates of all, and decides 

departments. As in parlia- 
in«ntary democracy the government with its party au^ty 

1 . J. W. HUI$. riu FmoHCf of Govtrnment, p. 17. 
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me go«8, H M tb® executive which b leaponaii^ ch» 
iM sound policies, and for seeing that the adminislxatiou 
is carried on with economy, prudence and efficiency. 

The Finance Department 

The primacy of this department is guaranteed by ^ 
Rules of Business ; for ail matters which have a hnanckt 
bearing must first be submitted to that department for 
examination and scrutiny before being sent for goveminent*s 
approval. The parliamentary system on the question of 
financial control hinges on the Finance Department. It ia 
this department which devises taxation schemes and controla 
receipts ; hence it is the l>est instrument to reduce expend!* 
ture so as to strike a balance lietween income and outgoings, 
and thus maintain solvency and govenmient credit. Besides, 
as the Finance Departmetit is not entrusted with any expendl- 
lure work,* it is in a good position to judge the merits of 
proposals from different departments and evaluate, as fur 
as is humanly possible, their importance in the general 
scheme of government expenditure, which must always 
to maximise social welfare. 

The administrative department l>eing keenly interested 
in the service it looks after always desires that its proposals 
should be accepted. But government and the administration 
cannot afford to be one-sided. This task of evaluating dif- 
ferent needs belongs to the Finance Department. The 
departmental office will always want, if it is at all energetic, 
to extend its activities, specially in a country like ours where 
there is so much useful and even necessary work to be done. 
The department may not consciously he extravagant ; but H 
will measure all proposals by its own particular and^ narrow 
interests, and therefore consider such proposals as being 

1. A Finance Department that is also a spending department is moraflgr 
in a weaker position to promote economy in other departments ; tir 
the departments so affected will always be able to point an acewinK 
finger at the Finance Department. If the Finance Drpartmeta mtf* 
an administrative department, " You arc a great spender,** the 
may tfwi very properly reply, "You are another.” — Vide E. BL 
Yoong, Tht Sjutem of SaHonal Fitmtee, p. 34. 
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iidhpenMUe to die peofde or to good edministratmo. I%ei6 
ie alio ettdi « diing as departmental loyalty. Every depart* 
nent feeb diat any economies it may ^ect will luA be 
available for its own expenditure and perhaps may be 
transferred to some other department which does not exercise 
economy so scrupulously. As between its subordinates the 
department, looking to its interests as a whole, may reason* 
ably be expected to divide with fairness the total grant 
pbced at its disposal. So likewise the Finance Depart* 
ment is best equipped to divide the revenues between the 
different departments, both according to their requirements 
(which may be dictated by government’s policy or arise 
from sheer necessity) and the total amount available to 
gjovernment. 

A strong Finance Department is almost indispensable 
to economy and good government. But the strength of the 
Finance Department can never be greater than that of the 
government and the Finance Minister. If the government 
itaelf is not suRiciently powerful in the legislature, the con* 
tiol of the Finance Department is useless, because legisla- 
tive committees may so amend the original scheme of esti- 
mates as almost to frame another. This used to happen in 
the U.S.A. till recently. Again, unless the ministers of a 
cabinet acknowledge the position of the Finance Minister 
and the Prime Minister gives him due support, the control 
of the Finance Department will be ineffective. This happens 
in France where each department frames its own estimates 
and looks after its own disbursements, and the Finance 
Department is reduced to a mere consolidating and advisory 
body with regard to estimates and a mere agency for pro- 
viding funds to make disbursements. 

*We may now consider the control of the Finance 
Department in greater detail, first as regards expenditure, 
secondly as regards revenue, and thirdly as regards all other 
financial functions. 


The scrutiny over expenditure b undertaken to con- 
joder die financial implications of any policy or proposal. 
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wM dw pdicy or propoMl itself, for whidi die admimstrA* 
the deiMirtment oonoemed and Ihe executive government 
are leaponsible. As regards policy die Finance l^partment 
is concerned only witb the financial policy of government, 
e4i. with taxation, pay of services, revenue remissimis, 
borrowing, ways and means, etc. 

However, not all expenditure is equally criticised. A 
proposal or expenditure once sanctioned is examined per- 
functorily, while all new expenditure is scrutinised in great 
detaiL All proposals involving fresh charges on the public 
revenue (e.g. the construction of a building or creation of 
a new post) or relinquishment of revenue (e.g. land revenue 
remissions) must be submitted to the F'inance Department 
for consideration either during the course of the year as 
occasion arises or at the time of preparing the budget. The 
proposals are submitted by the heads of dcp.irtments with 
all details showing the estimated additional expenditure^ or 
loss of revenue and indicating the order of urgency.^ If 
the proposal does not involve recurring expenditure tlie 
scrutiny of the Finance Department is not so strict as that 
in connection witli recurring expenditure, e.g. salaries for 
the additional staff required by a department. Unless 
the Finance Department has examined a scheme it may 
decline to provide funds either in the budget or otherwise. 
Thus the control of the Finance Department over the other 
departments is, in theory at least, complete. The power 
not to provide in the budget for a proposal unless it has been 
examined by it is very effective indeed. In practice, it 
is only the new items that are carefully considered.^ A 
very large amount of existing expenditure goes almost 
unexamined into the estimates. 

The Finance Department, however, can hardly be 
expected to sanction all expenditure, irrespective of the 

1. For tmilding; schemes sketch plans and approximate estimates are 
considered sufficient 

2. Government also decides the order in which new proposals may be 
taken up with reference to the funds available. 

3. When expe^ture is non-recurring and exceptional, the Finance 
Xlepattment » inclined to be knient because the burden is t e m porary. 
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ailoinit imvoivedL Hence financial powers have been dsle^ 
gated to the different administrative depaitinmita,^ and mlea 
and regulations have been fraiiMd to secure that these pofwmns 
are mrt abused. The Auditor General as a result of hit 
audit investigations brings to the notice of the Finance 
Department all cases where sanction, special or general, by 
a competent authority is wanting or where an administrative 
authority has exceeded the delegated powers. Every public 
servant is expected and has the obligation to exercise the 
same care and diligence in the expenditure of public money 
as an individual with ordinary prudence might reasonably 
be expected to exercise in the expenditure of his own 
money. Given human nature this is too vague and ideal ; 
hence the codes issued by government for the guidance of 
its servants. Sanction by a competent authority is one con- 
dition for expenditure ; tlie other is that sufficient funds are 
provided for the purpose in the budget. These two condi- 
tions are independent of each other ; and hence both are 
required to be fulfilled Ijefore any payment may be made 
or expenditure incurred. Against both these conditions 
audit is conducted. 

The Finance Department, it has l>een remarked above, 
must judicially evaluate the demands from the differmit 
departments. One consequence of this is that the Finance 
D^artment must avoid making exceptions in individual 
cases. An exception creates a precedent and tlie final finan- 
cial implications may be considerable. Impartiality and 
equity demand that no favouritism should be shown. Every 
government servant, for example, must be treated according 
to the rules and privileges applicable to him.^ The other 
consequence is that it must co-ordinate expenditure, for it 
has much comparative data at its disposal. Every depart- 
ment is familiar with its own work and the conditions under 
which it is carried on. But the Finance Department knows 

1. And through them to other and subordinate administrative agencies. 

2. 'n* pay of a post is fixed with reference to the responsibilities of the 
Ipntt The outstanding merit of a particular officer might be re- 
warded by promoting him to a higher post when it falls vacairt : 

" Mtt no allowance or higher pay should be given him for doing his dudaa 
as that wmdd mean breaking a general rule. 
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triiaS •mtilar work in another depaitoient c<wts. It is llnis 
in an wroellent position to review and compare, and so pro* 
mote economy in one department on the basis of results 
<ditained in another. By this means the best results may 
be obtained at a minimum cost. Still another consequence 
is that the Finance Department must take a detached view 
of proposals. An administrative department will always 
think it is making a very good case for a particular proposal, 
e.g. revision of a scale of pay. But the Finance Depart- 
ment must consider the full financial elTects of sucli a pro- 
posal, how, for example, it will affect comparable posts 
in other departments which are sure to make similar demands. 

Hence with regard to expenditure the F'inance Depart- 
ment is concerned with jMilicy as it works itself out in finan- 
cial obligations and affects management. For it scrutinises 
all fresh proposals, examines ail items before making budget 
provision for them, and lays down Uie rules and regulations 
by which each department may work in an efficient yet eco- 
nomical manner. Much of its criticism is based on com- 
parison ; and as it examines estimates and proposals from 
all quarters, it is in the best position to promote economy. 

In some of the big departments, e.g. Defence, Railways 
and Posts and Telegraphs, there is a system of initial finan- 
cial control in operation. The Financial Advisers of the 
Defence Services and the Posts and 'felegraphs and the 
Financial Commissioner of the Railway Board arc the repre- 
sentatives of the Finance Department in their respective 
departments. This system is necessary in the case of large 
departments, so that the functions of the Finance Depart- 
ment may be exercised in greater detail, witli less delay and 
to better effect than would otherwise be possible. These 
officers not only watch the interests of the Finance Depart- 
mott but are able to assist the administration as well. 

On the revenue side the control of the Finance Depart- 
ment varies considerably ; at the centre it is directly con* 
neeted with the collection of revenue, in the provinces this 
task is performed by a separate Revenue Department. That 



||I0 JPIN AifcuL AoimnnnuTKMii in hhma 

. 

1k» Fmasce Department cliottld aUo adequately oooirdl 
Mwemte is obvious ; but the d^ree of ocrntrol varies. 

At the centre the Finance Department throuj^ ^ 
Central Board of Revenue is in close toudi widi the ooUec- 
ti(«, die difficulties encountered, the causes of fluctuatkms, 
and the variations of actuals from the budget estimates of 
receipts. 

In the provinces there is a separate department for 
revenue purposes owing, so it is claimed, to the variety 
and magnitude of the problems involved. Land Revenue 
administration, for example, is entrusted to the Revenue 
Department. The other provincial sources of revenue such 
as excise, stamps, registration, forests and water rates are 
managed usually by the Revenue Department, thou^ the 
administration of excise is entrusted sometimes to another 
department. Each department has its own codes and rules 
for the assessment, collection and remission of revenue, and 
the control of the Finance Department over it is limit- 
ed, even though on certain matters* no orders may 
be issued without previous consultation with the Finance 
Department. This department is kept informed of the 
progress of receipts by periodical reports and has the 
authority to advise the department concerned about the 
progress of collection and methods of collection employed. 

The control of the Finance Department over revenue is 
therefore limited. There is no detailed scrutiny as is the 
case with expenditure. Audit against receipts is also limited. 
Hence control over revenue is weak at both ends. This 
anangemmit requires modification. 

Besides revenue and expenditure the functions of the 
Finance Department extend to all proposals regarding taxa- 
tion, to borrowing and public debt, to maintaining the 
minimum balance with the Reserve Bank and providing ways 
and means, to managing certain funds, preparing the budg^ 
distributing the grants, watching the progress of actuals and 

1. I.e. flutters which involve any ^nt of land, or assignment of revenue, 
or eoneession, grant, lease or license of mineral or forest rights or a 
n^it to water power or any easement or privilege in respect of siid> 
^ conoetstoii^ or any relinquishiBent of revenue for which credit has 
' been tdeen itt the budget. 
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iHTUgiiif to the nodoe of the Public Accounts Cmumittee sU 
irre^ilsr eaqienditure ; and at the cratre^ in addition work 
in oonnecti<»i with mints and coinage. 

The Finance DepartmOTt deab with all proposals for 
reducing or increasing taxation no matter in what depart* 
ment they arise. The administrative department is respon* 
sible for the policy of the tax ; the Finance Department 
examines its ^ancial implications and places the results 
before the department and the government. The actual 
floating of loans is done by the Reserve Bank ; but the 
Finance Department decides the amount required and with 
the advice of the Bank the rate of interest. Similarly though 
the control of public debt is vested in the Finance Depart- 
ment, the Reserve Bank manages the administration of debt. 
The agreement with the Reserve Bank stipulates the minimum 
balance to be maintained by the government to its credit ; 
and it is the Finance Department which sees that the minimum 
is maintained at the Bank as well as that adequate cash is 
available at treasuries the business of which is not conducted 
by the Bank ; and, if necessary for these purposes, arranges 
for ways and means advances or for tlie issue of treasury 
bills. The Finance Department is responsible for the safe 
custody of funds, and it is the authority which is required 
to make all subsidiary rules to the Treasury Rules 
for the custody of funds at treasuries and in the 
BanL It manages certain funds like the Famine Relief 
Fund and maintains adequate balances in the funds as pres- 
cribed by law. In connection with the preparation of the 
budget the Finance Department consolidates the estimates ; 
and the Finance Minister presents the estimates to the legis- 
lature with his budget speech. When the demands are 
passed, the grants are communicated to the other depart- 
ments by the Finance Department which also keeps watch 
over the progress of actuals, authorises re-appropriations 
and brings all unauthorized expenditure to the notice of the 
Public Accounts Committee. 

WImsi all has bemi said about the control exercised by 
tibe Finance Department in the administration of govern- 
mem finances, it rmnains to inquire if that control it 
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■iwgmite am eftrieot, aad liow lar it terteads. Fint of aU 
die FSnaaoe Department, like any otkor departawnl, emi 
neither dictate nor veto ptdicy, wiiidi is nhimaldlf dfe 
concern and rei^naibility of die government The Finance 
Department places before government ail ^ financial im< 
plications, the immediate cost and ultimate ocmimitinent, so 
that government may arrive at a wise decision. The policy 
of prohibition, for example, entailed very serious financiad 
consequences, the loss of revenue on the one hand and die 
growth of expenditure on the other, and the Finance Depart* 
ments must have surely placed all the data before the 
ministries. But the policy as laid down by the minis* 
tries prevailed and the Finance Departments, quite as 
carefully, worked out schemes of taxation to make up for 
lost revenue. Even on the question of taxation it is gov> 
emment that decides whether a particular tax shall be 
levied or not ; the Finance Department merely places 
material before it, e.g. the probable yield at a given rate, 
the difiiculties of administration, the cost of collection, 
oiqxirtunities for evasion, etc. The responsibility for policy 
must be unfiinchingly borne by the government ; it cannot 
divest itself of that responsibility. 

Secondly, in matters where policy is not involved the 
Finance Department has a special position of audiority, 
diough as regards revenue its control is very limited. Evra 
as regards expenditure there are some departments which 
bqcause of their highly technical nature or because of %eir 
connection with the most essential functions of the state, 
e.g. defence, usually have their own way. Even in England 
where Treasury control and prestige are at their Li^est, 
the Army, Navy and Air Force estimates are practically 
settled independently of the Treasury ; at any rate the 
q^tiny is very limited. It is in the civil spending depart* 
mtBata that the control of the Finance Departmmit is the 
closest ; even in matters of detail its opinion prevails. Of 
course all doubtful cases, that is cases which are .ora the 
h<nrder line between detail and policy, and all disputed 
cooes ere either settled by discussion between the miniotere 
oonoemed or referred to the cabinm for ite decisum. 
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Dw Whuaaet Dcqaartneau have been Modeled «■ that 
«| dw jlritidi Tfeasitry. The British Treaswry beo|||Me of 
id kN% traditioo can almost refuse spplicaticms frm de* 
partments without giving reasons, the onus of justifymg the 
{Mopoeals resting on the departments themselves. Tradition 
in ]^ia has tended to make the Defence Services a privileged 
department, and further owing to the omnipotence of the 
Governor General (unlike that of the British Prime 
Minister) the Finance Member at the (Yntre is helpless, 
unless he has the ear of the Governor General. In the 
provinces, the Finance Departments are comparatively 
recent ; yet the very fact that some provincial Premiers have 
included finance in their portfolio is a healtliy sign that 
ministries want their Finance Departments to l>e strong and 
^active in promoting economy. 

Lastly, does the Finance Department exist to hamper, 
delay or irritate the other departments by vigorous scrutiny 
of their proposals ? Evidently not. Much understanding, 
tact and sympathy are required from the F’inance Depart- 
ment. On the other hand firmness is equally required, or 
the departments will start proposals to which they have 
given insufficient thought and care. 

Audit 

The third agency of financial control is the Audit 
Department and its control is exercised through a sort of 
post-mortem examination. Audit examines the accounts of 
the executive’s transactions and reports on them. Audit is 
not responsible either for the policy followed or the actual 
.administration ; it investigates the accounts to see primarily 
that the executive has not exceeded the grants oi; appropri^ 
tioDs allotted for specific objects, and in the next place 
whether, in the course of administration there has been 
waste or extravagance. All the different kinds of audit 
conducted fall under one or other of these two heads. 
Hmioe audit is concerned with regularity rather than with 
economy. 
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1b order to diediorge theee criticel functiQiM willMWt 
IcMUf or &voar the Auditor General and h» ataff have beat 
^ven an independent status. Audit is not onljr indqpeo* 
dent of the departments but even of the executive. The 
fdai of reporting to Parliament of the irregularities in 
administration was given effect to in England c^y in 1866 
by the appointment of a GimptroUer and Auditor General ; 
but it must be acknowledged that such a procedure is a 
necessary stage in financial control. If the legislature must 
control the purse, then it must take accounts from those 
whom it appoints as its stewards in the management of 
finances. Audit is the agency by which such accounts are 
examined. The power to vote supplies, without knowing 
whether its commands are obeyed or not, is inadequate for 
efficient control by the legislature. 

The reports of the Audit Department are placed before 
the legislature and a legislative committee called the Public 
Accounts Gimmittee* goes through the report with the help 
of the Auditor General, examines heads of departments if 
necessary, expresses its disapproval of the major irregu- 
larities and recommends improvements. The committee 
does not take any disciplinary or drastic action ; that is 
taken by the Finance Department. It is said of the British 
Treasury that it roars out like a lion where the Public 
Accounts Committee has criticised very mildly like a lamb. 
This sort of censure is very effective. “ The Treasury do 
not spare the rod. The Committee’s reports are driven 
home with force and energy.”^ It is not certain whether 
the Finance Department in India has attained that degree 
of influence and authority. But certainly in the vast 
majority of recommendations of the Committee, dm 
Fmance Department has taken action. The fact that the 
head of a department may at any time be called up<m by 
the committee to explain some delinquency is an ^ective 
deterrent on a would-be sinner ; the fact that the Finance 

ti, "The Auditor General beats the bush and starts the hare ; the Cooi- 
mittee ram it down ; and the Treasury breaks it up.” — £. H. Yooofc 
opb cit, p. 153. 

Z J. W. HiUs, Tht Fnmct of Government, p. us. 
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DiytHHiwit wM itBom it up if wimiiia nd d^Eiiei teiegi 
ii a fyoAn demvatt. Hnce, it i» mtf la iM|| tMit 
onrtnli if pte wa t ing inregii]«ritie»~Hi Mijpktiae iMt of 
eoBlreit iat nerertibdieM ytaj osefuL SoraMime*, «l «ettn% 
it if iMf| die dquuHnent but the system sdiidi is eilti^ied 
Iqr Ae commitiee, e^. simpileity in the presentedea of 
estmuites. On these queebons the Finance Depaitmeni 
gises lie suggestions of die Auditor General and the ewni* 
mitiee very careful consideration. 

Audit amists the legislature ; even more it helps the 
Finance Department and the executive, more in the sense 
that it brings irr^;ularities to the notice of die Finance 
Department during the course of the year. We saw above 
diat by sheer necessity the Finance Department is obliged 
to del^ate financial powers to the administrative depart- 
ments and their subordinate officers. These powers are 
contained in codes giving rules and regulations for the 
conduct of financial business, account-keeping, receipt, 
expenditure and safe custody of public moneys, etc. Audit 
examines whether all these rules have been faithfully and 
carefully followed ; audit is therefore, in a sense, the agenl 
of the Finance Department which is thus informed bow 
things are going on. The close association and harmonious 
relations between audit and the Finance Department are 
therefore one of the most effective insiruments of financial 
control. Between the Auditor General and the Central and 
Provincial Governments concordats have been signed vdiicb 
regulate die raising of objections by the former and their 
settlement by the administration, and which regulate the 
publication of irregularities in the govemmmit accounts. 
These * ctmcordats ’ have been kept confidential, but there 
seema to be every reason why they should be made public. 
Audit acts on behalf of the tax-payer, and the tax-payer 
must know of all the limitations, voluntary or otherwise, 
dial are imposed on his agent. 

The Lecislatusk 

Ihaier Ae naiiiameptary system the executive is seet]^ 
« mmdnto ef tm legirfetare and a cemmittee that it JdMdf . 





Hence nhkiate ocartnil ill miten policy^ 
am adl^titntkm rectc wiA die ceinaet « « wIioIb 
net wi% any single departmoit On questions of financial 
policy, wfajjab may arise at any time W chiefly at the time 
hf laidget preparation, the sole responsibility rests widi dbe 
executive. It will decide what fresh schemes of expmiditure 
should be taken up, bow the required funds are to be 
obtained, what new taxes, if any, should be levied, iduit 
loans or borrowings should be made, etc. These are ques* 
tions which the government collectively must settle. Some- 
times the decision of the cabinet is also required on questions 
of daily administration because they concern some or all 
government departments, e.g. financial powers of 'die 
different administrative authorities, salary grades, allowan- 
ces and pensions, reduction or increase in pay, etc. Hmioe 
unless the government as a whole is inspired by a spirit of 
economy, no matter what efforts the Finance Department 
may make, financial control will never be efficient. 

The legislature on the other band is concerned only 
with policy ; it is very ill-equipped to discuss details of 
financial administration and management. Even on ques- 
tions of policy the power of the legislature is limited in 
practice, because the cabinet has the support of the majority 
in the legislature. As regards expenditure the estimates 
presented by the executive reveal the policy they wish to 
follow ; and the legislature is asked to vote the demands for 
grants. By constitutional theory it is the legislature which 
must vote supplies, — that is the power of the purse, the real 
otmtrol over the executive. It is open to the members of 
tihe legislature to change the pwlicy or rather to force the 
executive to change their policy by not voting supplies. 
In practice, “ once the estimates are printed, their fate is 
sealed.” The legislature cannot increase an estimate, as 
eedi estimate before being considered must be recommend- 
ed by die executive. The legislature caimot decrease it 
father, because it will be made a question of confidmice in 
die government itself and members are not likely to v(^ 
egaiast dieir party on trivial matters. Hence the power of 
feting supplies first used in Great Britain to chedc the 
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citminigtaoe of Ae Idnga u to-day of no aTau.y It liaa 
ev«a been Imind that legislatures are more exbrivngant 
than tbe exeottives, and hmice the restriction on the privi- 

o{ mmbers mth regard to increasing ej^Mtiditure or 
tiiMtiorf. In India the legislature has a further restriction 
on its powei^s. There is a fairly large amount of expoidi- 
tore which comes under the heading ** charged on the 
revenues *’ and is therefore outside the vote of the leguda- 
ture. The responsibility for sucli charged expenditure is 
entirely that of the executive. 

On matters relating to taxation the voice of thd 
legislature can make itself felt to a great degree. The 
initiative rests with the executive ; the legislature may either 
accept, reduce or reject the tax proposals. But if expen- 
diture has already been voted (ami tax proposals are taken 
up after demands fur grants have been sanctioned), the 
legislature has its hands tied down to some extent ; for it is 
unreasonable to vote expenditure and not to provide the 
means to meet that expenditure. 

Borrowing is entirely done on executive responsibility, 
though it may be limited by an Act of the legislature as 
regards amount and guarantee to be given.' So far no 
Act has been passed by a provincial or the central legisla- 
ture for these purposes. 

The conclusion is, therefore, that the control exercised 
by the legislature is confined only to large questions of 
policy ; and that even here in practice there are severe 
restrictions. The worst feature of modem legislatures, as 
has been remarked, is their tendency to extravagance rather 
than economy ; and this is due in large measure to public 
opinion which favours more and more expenditure. 

To exercise financial control the legislature has two 
kinds of committees ; the one, called the Standing Finance 
Committee at the centre and Finance G)mmittee in the 
iwovinoes, xdiidi scrutinises all fresh items of expenditure, 
And die other, called in both the central and provincial 
1 . Viite toad 163. 
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ligUIitotw Ae Ptthlie AeeDOM* Cpmaillnii, to letwlfaiin 
Aio aoeofonte mad die audilorV xeptnt 

Tbe SUndhig Finenoe Committee u not meitfioiMd in 
die Rules of Pro^uxe of die central legislature. So ib 
constitution and functions are determined by die e a ec i it i fe 
according to the wishes of the Assembly, llie amunitlee 
consists of ten elected members with a chairman nominated 
by the Governor General. The functions of the commitlee 
are ; (a) to scrutinise new proposals under votable expen* 
diture in all departments. (6) to sanction allotments out of 
lump sum grants, (c) to suggest retrendiments and economy 
in expenditure, and (d) gmierally to advise the Finance 
Department on such matters as may be referred to it. 

The committee was constituted to give the legislature 
an opportunity of examining the estimates thoroughly. 
Government estimates are admittedly varied, detailed mod 
intricate, and therefore demand special and technical know* 
ledge on the part of those examining them. The Finance 
Committee is entitled to call for explanations on any point 
it desires, question the propriety of expenditure and suggest 
economies. It has the opportunity of studying proposals 
in detail and therefore knowing their bearing on the finan* 
cial policy of the government. This knowledge is very 
useful, because should the government set aside the recom- 
mendations of the Finance Committee which is purely 
advisory, the members will be better equipped to criticise 
government’s policy in the open house. Usually govern- 
ment will not go to the legislature when die committee has 
turned down any proposal ; as the fact that the committee 
has disapproved of it will be a stroi^ inducemmit for the 
house to go against die government. Tlie committee con- 
tidere only votable items ; but the Finance Department has 
decided ordinarily to refer new proposals for civil 
itxpmiditure in the * chafed * category to the cmnmitfee for 
its advice. The committee also considers cases m vdiidi 
supphaggitary grants axe xequired. 

The ahoxleomings of dim eommittee axe apparsat. It 
Is minrely an advisory body with no voiee ia anttan mi 
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piMef, it BMy tmagi ovor ikc lAtoki of tbe civil ottmote » 
hot k iu» too toebukad • udc, if it destiei to MCgait 
eoonraiMM in die differon itan*. Sudb a teak muat neoea* 
sarily be left to the administration. The sucoess of the 
Fhianoe Committee has diiefly been in those eases in whitdi 
new items were considered. As this is a question of policy^ 
and as the Finance l>epartment furnishes memoranda <Mi 
the itmns before the committee, tangible results are possible. 

In the provinces there are Finance Committees to 
advise on new items of expenditure and on financial matters 
that may be referred to it ; to advise on proposals for, and 
even to exercise such powers of, re-appropriation within the 
competence of the Finance Department, as the legislature 
may authorise it to exercise. The number of members 
varies and generally the Finance Minister is the ex-officio 
chairman of the committee. The provincial committees 
also have been successful as regards new items. 

Sometime in September 1938 Sir James Grigg, the 
dien Finance Member, outlined proposals for an Estimates 
Committee for the centre, based no doubt on its British 
counterpart, the Estimates Committee of the House of 
Commons. But the Estimates Committee in England has 
been admitted on all hands to be a failure. “ After weeks 
of deliberations,” says Hills, ”on the Navy estimates, the 
only substantial recommendation was for a reduction in the 
supply of tobacco to sailors ! ” It will be useful therefore 
to see briefly why it failed in England, so that we might 
profit by diat experience to avoid mistakes in India. The 
Estimates Committee consisting of fifteen members drawn 
from all sections of the House of Commons was first appointed 
in 1918 to “suggest the form in which the estimate# shall 
be presented for examination, and to report what, if any, 
eecnmnies consistent with the policy implied in these 
estimates may be Reeled therein.” The italicised words 
are important, because therein lies the chief source of the 
faihue of the committee. 

The Britidi cahinet is formed frmn the majority party 
hi db loghdabre and cabinet reapcmsilnlity is <me of tte 
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vUHii dutacteristics. Hence poliejr can never be wstitti* 
dered to any committee of dbe house. Hie Estimates 
Committee, therefore, is precluded from mitering into qaet- 
tions of policy. But as vre saw above, it is precisly on policy 
that die legislature is best fitted to pronounce. Hence the 
failure of the Estimates Committee. Secondly, even apart 
from policy, the Elstimates Committee could not go into 
economies of expenditure because every vote on expendi- 
ture may be treated as a vote of no-confidenoe in the 
cabinet. This seems to proceed from the principle that 
“ no government will be worthy of its place if it permitted 
its estimates to be seriously resisted by the Oppositirm.** 
But as Higgs and others maintain there seems to be no 
ground for rejecting such suggestions ; for alterations in 
estimates solely on the ground of possible economies cannot 
be regarded as an encroachment on ministerial responsibility 
or a refiection on the ministers concerned. Thirdly, examina- 
tion comes after the estimates have been presented and, 
dierefore, discussions of the committee have little effect. The 
committee would be much more useful if it were consulted 
before the estimates were presented ; in that event the 
cabinet would not be in the awkward position of having to 
go back on its own figures. Lastly, and perhaps, the most 
important as will be shown later, the Estimates Committee 
is not assisted by technical experts, even when examining 
tjuestions of pure economy. Without this assistance it is 
difficult for laymen to go into intricate details and place 
dieir finger on the correct spot where extravagance is evident. 

For these four reasons the Estimates Committee has 
been a failure in England. We have now to ask if there 
is any likelihood of the Elstimates Committee becoming a 
auccess in India. The answer may be provided by examin- 
ing the above four points in regard to the centre and the 
provinces, and other relevant matters. 

First, the constitution of India is in a transitory state 
and gives expression only to partial self-govenunent. While 
Ibe House of Gmmums is sovereign, the Indian legkd^uros 
Wve thdor powers hedged rou^ with rrotricdoos uid 
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Miegitwcds. If tfke oommittee of a sovereign legislatoxe hu 
been rendered impotent, what fate awaits an Estimates 
Crnmnittee in India at ^ present poUticsl stage may be 
easily imagined. All ‘charged* expenditure will be ex> 
cliKlra fnnn the committee's purview ; further its examine* 
tion will be restricted to a group of estimates selected by 
the Finance Department. For the first experimental stage it 
is suf^ested that “ the Survey of India, Botanical Survey, 
Zoological Survey, Ardiaelogy, Education, Medical Service 
and Public Health might form a suitable group.*’ Hence 
cf the total expenditure the committee will examine a small 
part of a small votable fraction. Evidently a mountain 
labouring only to produce a rat ! Secondly, the system of 
government being parliamentary and on the British model, 
policy will be outside tlie committee’s scope. Thirdly, the 
estimates will be examined after they are presented to the 
legislature, when they are quite stale and when most pro- 
bably government would make any serious change in the 
estimates a test of confidence or prestige and squash it 
The existing Standing Finance Committee does influence 
government decisions just because the estimates are in 
reality confined to certain specific problems, viz., new items, 
and submitted for examination before the estimates ate 
presented to the legislature. It is said that perhaps the 
committee’s recommendations will have effect on next year’s 
estimates, and hence financial control by the legislature will 
be advanced by two years, as the recommendations of the 
Public Accounts Committee are only on the completed 
accounts of a year and therefore of no immediate eifecL 
But then the scope of the Estimates Committee is very limit- 
ed ; it applies only to a very small group of items. Besides 
the question of the form of estimates will also be excluded 
from its purview as that falls more properly within the 
scope of the Public Accounts Committee. Lastly, no pro- 
visicm has been made for staff assistance. Without it die 
nmnmittee, we may safely say, wiU be thorou^y useless. 
Ihe pn^iosal by Hills and otiters with regard to die Esd- 
males Commhiee in England b that it should be given 
Adeqaale expmrt assbtanoe. It will then, like the PtlhUn 
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fjMMM iiM — %4 ikIi m sMiilad hf tibs 
ISemnsI, be of wmm om^ iMeuite «t ItMt oertuo oononlt 
poi n ti iriU be eamnined end toggestioiM made. 

We may conclude, therefore, dmt an Estimatoe Com* 
Biittee in India will not improve matters. Two diSoihiee 
mnA be overcome, first ministerial responsibility and 
seoondly non-votable eateries of expmtditure. On die 
fiirst point the practice may be started for the executive iM>t 
to construe suggestions for economy as a rejection on die 
miniiMers. Hm power of the American and Frendi execu- 
tives, it is said, is not so jealously guarded on the score of 
mini^rial responsibility. True, but then the whole system 
of financial procedure Ganges ; and it is not enou^ edien 
txmsidering financial procedure to consider only certain 
points of it. Ibe financial system must be judged in its 
totality, and the British system, we submit, is superior to 
both the American and the French. As for the second point 
nolhing less than constitutional amendment can remedy it. 

It is possible that a self-governing India may adopt a 
different financial system from the British ; and then certain 
si^gesticms may well fit in. But it would be well to bear 
in mind that the British system with all its faults (and there 
are many) has been more economical and e&ient dun that 
of most other countries. 

The second type of legislative committees in oonnec- 
timi with budgetary procedure is the Public Accounts 
Committee, the instrument by which the legislatures make 
their executives responsible to them and by which financial 
oMitTol is exercised, albeit after the happening of the event. 
The Public Accounts Committee is a standing committee 
of fhe legislature, constituted at the commencement of ea<h 
efoaion under die Legislative Rules for the purpose of 
Ojmttinising the reports of the Auditor General cm die apfHO- 
limtion accounts and such odter matters as die Finance 
Ilepaitment may refer to the committee. Ihe eommRleei 
chMdils of deeted members, usually about twelve ki nun^mr, 
fnm all parts of house by means of ^ sia^e 

£ VMS I^Mtc Site, AppoRiiz VI. 
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tHMistdile vole. IhB Fiaeaoe mailin' or jfawibnf is in 
at-uBdo aiember and has also dw ri^ to bo tAtaiiman, 
thoo^ be mav waire diis ri|bt ; and then die measbos of 
die oommittee elect a diainnan from ammg diemselvos. It 
is die practice in En^nd to appoint the Leader of the 
C^pposititm as diairman of the committee. In India dm 
Ftnanoe Minister or Member is usually the chairman. The 
English system tends more towards economy, for die Oppo* 
sition is usually more alert than party members to examine 
cases of irregularity. The healthy democratic principle of 
respecting the claims and wishes of the Opposition has not 
yn found a place in India. Not a happy augury, for healthy 
conventions give a tone to the financial system of any country. 

The members of the committee are elected for a year 
but may be re-elected. The procedure in the committee is 
r^ol*^ by the chairman who in the case of an equality 
of votes has a second or casting vote. The committee is 
aaaisted in the province by die local Accountant 
Genmal and at the centre by the Auditor General and the 
Accountant General, Gsntral Revenues, who are not mem- 
bers of the committee but are invited to attend its meetings. 

The scrutiny of the committee of the appropriation 
accounts and the audit report thereon extends to the 
following : (a) that a grant has not been exceeded, (6) that 
no money has been spent on purposes not sanctioned by the 
legislature, (c) that expenditure conforms to the authority 
whidi governs it, (d) that every re-appropriation has been 
made in accordance with the rules prescril>ed by the Gov- 
ernor General or Governor acting in his discretion or by the 
Fuianoe Department, (e) to examine accounts of stores and 
stocks and also trading, manufacturing, and profit and loss 
accounts (where these are ordered to be kept by tlw Governor 
Gmieral or Governor) and the audit report diereon.^ 

The comniiitgii concerned strictly only with voted 
m^eaditare hot by oemvention observ^ ever since tlm 
i aft t adtocdca i of the Pufalic Accounts Committees, it deals 
milli bodt vtilad aad aon-voftable expenditure. Audit reports 

>. HM. 
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ea aoMnapeul aooouitts or acoouoto of xoeeipti or of aom 
and atoda are alao (xmaidered in detaiL 

Hie oommittee examinea the repreaentathrea of 
departmenta concerned and when necessary somnuMia the 
officers more directly responsible. The committee discnaaea 
and <^er8 its criticisms and recommendations on any matter 
moitioned in an appropriation account or audit report. Bat 
the committee is not an executive body ; it therefore may 
not disallow any item or issue an order or take disciplinary 
action, even if the investigation clearly shows that an irre* 
parity has been committed. It only calls attention to the 
irregularities or the failure to deal with them adequately. 
It expresses its opinion, and records its findings and recom- 
mttidations. It is left to the Finance Department and the 
executive to give effect to those recommendations. We said 
above that the British Treasury makes use of the committee*s 
strictures to press home its warnings for economy. The 
Finance Department here follows a similar though milder 
course, and informs the audit authorities of the action taken 
on the committee’s report. 

The chairman of the committee presents its report to 
the legislature and moves that it should be taken into coo* 
sideration. A day is usually allotted for the discussimi of 
the report, when several important points of great interest 
to the general public are discussed. On this occasion excess 
yokes on amounts over and above the authorised grants are 
taken. The discussion of the report can surely be nude a 
more important affair than it is today. Such discussions 
made available to the public through the press would 
stimulate public interest in financial administration and 
the promotion of economy. As things are, the discussion 
pnraes off without any public interest being created. 

Tile finance accounts are an auditor’s presmtation of 
aB government accounts. There seems to be a good dnl 
in favour of die Public Accounts Gimmittee examining the 
finance acqoimts ako. Scrutiny of appropriatkm acoouaia 

Iqp ea^ig dqiarteiental officers for explanation and bp 
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ot^qjiolmi oritkoam of irregularities helps l«^lative finaii* 
cial oontroL But an examinaticm of &e finance accounts 
would he more comprdiensive, as it would extend to the 
ecAire receipts and disbursements and would be in die 
interests of public economy. It would also be more closely 
followed by the legislature and the tax-payer. Finance 
accounts are published before the budget for the coming 
year is published, so as to be of use to the legislature ui 
following the income side of the budget and appreciating 
the different proposals for fresh taxation or borrowing or 
remission of revenue. 

The Public Accounts Committees are not concerned 
with economy but rather with regularity, i.e. with the spend* 
ing of money for the purposes and in the manner presscribed 
by law, in order to prevent waste and extravagance. Eco- 
nomy is left to the administrative departments and to tlie 
Finance Department. As far as regularity is concerned the 
Public Accounts Committees have been useful. Referring 
to the work of the provincial committees in 1932*33 Sir 
Ernest Burdon, the then Auditor General, said : “ The man- 
ner in which the business of the several Committees has been 
transacted has been exceedingly satisfactory and of great 
practical value to my department and I wish to repeat the 
opinion I expressed last year that in general the Public 
Accounts Committees exercise an increasingly effectual and 
salutary influence on the administration of public finance.”* 
One advantage has been lietter budgeting for the margin 
of difference between estimates and actuals has decreased 
considerably. 

Much also depends on the type of men elected to die 
committee and on the calibre of the members of the legis- 
lature. If the legislature wants economy, it can enforce it. 
No cabinet can afford to ignore the wishes of the legislature 
continually. 

In this connection the influence of public opinion 
counts a grmt deal. Hie Swiss system is very economical* 

1. Qooted hr p. K. Wattat, A B C ttf Indtan Government Pimanet^ 
»• 
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fc ifliiK i B ii» pMilk of Sw it a erk ad «m hf mam diii% onA 
BOMiouicd. The «rf hi fadU is in mum and moftt «▻ 
fendhuio ; and it ia poaaible dial in die eagemea* to 
ptogrest by leaps and bounds eomiomy in administvatiDn 
will be sadly igmoed. It is difBcnlt for a popular govetn* 
moit to resist the extravagant tendencies of the peofib, 
StqM must be taken to interest the people in the finan^l 
administration of the country. By giving adequate publi* 
city to the financial business of the legislature, e.g. ^ 
budget, the general discussion on it, the voting of demands, 
the discussion of the Public Accounts Committee’s Aeport, 
etc., the people can be educated into appreciating the 
financial problems of the province and the country. It is 
not enough to rouse oneself from lethargy, when extra 
taxation seems imminent. The public must exercise a 
continuous check on their representatives, or else we must 
give up pretensions to a democratic form of government. 

Is THE Financial System of India Effioent ? 

We have seen above the different agencies and the 
functiims they perform for the purpose of financial control. 
Are they efficient ? That is a question we must attempt to 
answer. The system followed being based on the British 
model which has been acclaimed the best so far devised, we 
may say that it is efficient. In fact the one good point of the 
Indian Bureaucracy has been just this, their insistence on 
efficiency and regularity. Financial administration depends 
not only on the system but on the personnel, and here again 
we must admit that the Services in India have served the 
country well. There are many improvements which may be 
effected, there are many modifications which will be neces- 
sary owing to differences of outlook and geografdiical, 
historical, constitutional and odier factors ; but in the main 
die system in use so far has much in its favour and 
iM^ to be li^tly disregarded even when full self-gomwoiait 
j« It xenlity. 

Bat tomeone may ask : Has not this ^feiwaey been 
bweiA^ dm high a price? The diarge, we acbi^ is 
tnpe. Bet ibe tmdi of the accusation not afll^ die 
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nwillA olMtfaMxL 'What has to be goavded i^abuit it 
Alt, iA«i tihe oott it lowered, dbwncy it alto lowaied. Thit 
it a great prcddera and in tbe anxi^ to reduce oott, eeoao> 
mj mad adequate control may be relegated to die badk* 
ipound. It is not easy to build a good system of fii>*n«ial 
adninistmtion, as the many attempts made in the U3Ji. 
and France show. A good administrative system is one of 
dm legacies of British rule which we must not destroy. 

Conclusions 

This chapter may perhaps be fittingly concluded by a 
few suggestions. 

In preparing the budget it is the new ileins which are 
carefully considered, tlie standing charges being subject to 
very little scrutiny. The result may l)c that expenditure on 
a number of items is continued without any need for it. 
What is required, it seems, is a periodical revision of alb 
expenditure without waiting for Retrenchment Committees 
(hiring crises and depressions, when very often expenditure 
is curtailed just to meet the present exigencies 
without any heed to systematic economy. The Esti* 
mates Committee has not been a success, nor need all 
the estimates be considered every year. A comprehensive 
inquiry into all departments by a legislative committee 
assisted by adequate staff and the Finance Department every 
three, four or five years will be more to the point. The 
committee should start work a few months before the 
estimates are consolidated in the Finance Department, so 
that the (ximmittee’s recommendations may be immediately 
useful. To take the estimates by parts is to lose perspective 
and balance. The committee should be preside over by 
Uie Leader of the Opposition, contain members from all 
PAztieB, and have power to (XM>pt a few members who mig^ 
be aiwcialuts in some branches of finance. This committee 
wiS be able to avoid all tbe haste and pressure under wbi(di 
A Rdreuchment Committee has to work. Nor akoiild die 
wait lor some sort of crisis to investigate die 
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verHxlicaUy, and oimaider not <nily efficient suuMganent 
W even Inroader a^iiects of policy ae welL 

Secondly, the responsibility for collection of revenue 
dhould be entrusted to die Finance Department, as at present 
prevails at the centre, so that control over receipts may be 
strengthened through coitralisation. The body diat collects 
die revenue is more concerned about economy in eiqiaidi' 
ture ; for the balance between the two will always be present 
before it. 

Thirdly, the concordats between audit and the executive 
should be made public. Audit is a semi-judicial process 
and all the limitations or conditions under which the audit 
authorities work ought to be public property. To keep the 
concordats confidential is to arouse unnecessary suspicion 
in the minds of the people. 

Lasdy, the public must be educated in matters pertain- 
ing to financial administration by due publicity of the 
various stages. After the budget speech and the general 
discussion on it, public enthusiasm wanes, and it is only 
increased taxation that provides scope for public comment. 
The importance of public opinion in matters pertaining to 
economy can never be exaggerated. It is perhaps the best 
of controls, for under the urge of public criticism both 
members of the legislature and the executive will be 
constrained to be more careful about their financial 
programmes. 



PART THREE 


OIHER ASPECTS OF FINANCIAL AOMINISIEATION 




CHAPTER XI 


RELATIONS BETWEEN THE CENTRE, THE 
PROVINCES AND THE INDIAN STATES 

Variety of Relations 

Tbouch federation has not yet come into existence, tiua 
chapter takes into consideration the relations contemplated 
by the Act of 1935 between the federal authorities and the 
component units — the provinces and the Indian States. 
All that is said about the relations between Uie federation 
and the provinces is in force today, for two reasons, first, 
because the present legislature and executive at the <^tre 
enjoy most of tlie privileges and powers of the federal 
legislature and executive, and secondly, because in the* 
region of finance the system in vogue is already federal in 
character, even if technically it is not so. 

Between the federation and its component units there 
must necessarily be a variety of relations — legislative, eXeoi* 
tive, administrative and financial — because the constituticMUd 
independence of the several governmental authorities and 
the division of powers among them are two of the distin* 
guishing features of federation. These relations are 
explicitly or implicitly contained in the federal constitutitHi 
which holds a position of supremacy in a federal state ; 
but they may also be brought about by mutual agreement 
chiefly for administrative purposes. 

Many complications are introduced in the federation 
outlined in the Act of 1935, owing to the wide divergence 
between the provinces and the Indian States. Politically 
they are at very different levels of democratic government. 
In the administrative sphere the difference is still more 
strUui^ for it is only very recratly that the more progressive 
Indian States have attmnpted to reorganise their adminia» 
trative sytiems to suit m^em requirements. By the Act 
1935 die provinces have no option hut to join ^ 
21 
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fadention. Tbe Indian States, hofwever, have Ml Inedom 
to enter or not ; and ev<« if they should eater dbe 
federation, they must specify in their Instrumrato of Aooes> 
skm die matters with respect to which the federal l^slatOre 
may make laws for them, and then both die federal le|^ 
Jature and the federal executive will have dieir audiority 
limited to these matters. This fact, it is obvious, will very 
greatly complicate the relations between the centre, the 
provinces and the States. What is more, the provinces ami 
the States seem to form two kinds of federating groups, tbe 
internal government of the former being regulated by tbe 
Act and that of the latter left to their respective Rulers. 
With this background the relations between the federation 
and the component units will be better understood. 

The Act lays down the legislative powers of the pro- 
vinces and tbe federation in two separate lists and provides 
for a third, called Concurrent List, for matters in which 
both are interested and on which both may legislate,^ 
though in the event of any inconsistency betweeiT federal and 
provincial laws the former prevails.^ The residuary 
powers^ of legislation are entrust^ to the Governor General 
who will by public notification empower the federation or 
the provinces to deal with new matters as they arise. Tbe 
Indian States retain control over all matters which they 
have not specifically surrendered to the federation in their 
Instruments of Accession.^ The federation is also given 
the power to legislate on any item of the Provincial List, if 
the legislatures of two or more provinces by resolution 
desire that the federation should legislate on that item.^ 

Financial relations between the federating units and 
the federation have always been matters of controversy, for 
an exact division of resources to meet the functions imposed 
is almost an impossibility. Subventions, grants, assign- 
sox0t$ of taxes and other kindred matters are a source of 
continiial friction in a federation. In addition there is the 
iPipbleil of fidministration of taxes ; for sound administratimi 

JL 
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has to guard against extravagance and in^Bciencjr sfiedalljr 
in die directicat of duplicati<m of financial ma^nery, of 
double taxation and overlapping jurisdictions. As fv ai 
dw Indian States are concerned, their taxing powers, except 
to exteoit specified in die Instruments of Acc^ion and 
thereby surrendered to the federation, are not limited hy 
an Act of Parliament ; and therefore for them the problem 
of resources can never present any constitutional difficulties. 
^Tbey will share in any assignments the centre may make to 
die federating units. 

Administrative Relations 

The provinces and the Federated States must in th^ 
first place so exercise their executive authority as to secuM h; 
respect for the laws of the federal legislature.^ Cl^rly, 
otherwise, there would be confusion and disorder and con* 
tinual conflict. This provision is a very general one and 
has therefore no special bearing on financial administration. 

In the next place we may consider the provisions which 
relate to agency subjects. Agency subjects are those in 
relation to which a province or federating State performs 
functions as the agent of the federation. Agency fiinctions 
may therefore be considered from two points of view ; the 
first being functions performed by the Governors of provin- 
ces, and the second those performed by the Provincial 
Governments. 

The Governor General may require the Governors of 
provinces to act as his agents for the discharge of functions 
reiatif^ to tribal areas and, where necessary or convenient, 
of ioiictions relating to defence and external and ecclesias- 
tical afiPairs.^ For all these purposes the Governors must 
act in their discretion. 

But vrith the consent of the Provincial Government or 
that of die Ruler of a Federated State, the Governor Gene- 
ral may entrust to them and to their executive officers, either 
coodidonally or unconditionally, functions in regard to 
'wdikli tito executive authority of the federation extends.^ 

*- S. m z s. 123. 3. s. m (t). 
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FWdber the federAl kgblatare wamy ontfer pow w» and in* 
fNMc dtitie* on a province a Federaled Stale i«r tbeir 
oSoen and audwritiea, even on matten on nrltkli the pea* 
vincial legisUture has no power to make laws.* For these 
functions the provinces and Federated States are enthled 
to a remuneration to be fixed bjr agreement, and failing an 
agreement by an arbitrator appointed by tbe Qiief Jiurtke 
of India, so as to cover all extra costs of adminiMration 
incurred in connection with agency subjects.^ HeiK» 
all matters between the centre and tlie provinces are settled 
on a contractual basis.^ Delaili^ connected with agency 
subjects have not yet been worked out into any system. For 
two of tbe largest agency functions, viz. audit conducted by 
the centre on behalf of the provinces and treasury work 
conducted by the provino^ on behalf of the centre, have 
bem) coiuidered to balance each other. There are a number 
of minor agency functions, e.g. in connection with the grant 
of arms licences, where the provinces look after tbe busiimss 
of the centre and as remuneration are allowed to keep all 
moneys obtained in the course of administration. 


For the administration of federal Acts in Federated 
States agreements may, and if required by the Instrument of 
Accession shall, be made between the Governor General 
and the Ruler ; and further the agreements must contain 

£ revisions enabling the Governor General to satisfy himself 
y inspection or otherwise, that the administration is carried 
out according to the policy of tbe Federal Government, and 
if he is not satisfied, he may, acting in his discretion, issue 
directimis to tbe Ruler.^ 


Tim executive authority of a province and evmry 
Federated State has to be so exercised as not to impede or 
piejadiee the executive authority of the federation,^ vdikdi 
nay isaue directions to the provinces, if necessary. If the 
Rttler a Federated Stoto fails to fulfil his td d ig a t i o M , 
thp Gemtnor General may usue directiaaa to 


^ S. las ( 4 )- 3, S. ta«. 
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ajbm floandering reprcMnUtiom dw Ruler may make.* 
The lederal executive h also empowered to give dtmaimw 
to the |m>vi^ on matters specified in Part U of tike 
Concurrent List or conneded with the oonstructHm and 
ma mt e n ance of means of communication of military in* 
portance.^ If the directions to the provinces have not been 
given effect to, the Governor General may then issue them 
as orders to the Governors of the provinces.^ 

The above has given us the provisions on the basis of 
whid) administrative relations between the centre and die 
federatiiig units may be established. But as far at the 
financial system is concerned we must inquire into the ad- 
ministrative relations centering round the collection of taxes* 
treasuries, accounts and audit arrangements and estimates. 

It is a sound principle of fmam^ that the authority which 
spends the money must be responsible for securing revenue. 
Yet there are certain taxes where uniformity of rales and 
uniformity of administration are important considerations, 
and sudi taxes are levied by the centre even though the pro- 
ceeds are wholly or in part assigned to the provinces. The 
proceeds of succession duties, terminal taxes on goods and 
passengers carried by railway or air, and taxes on railway 
fares and freights are to be distributed among the provinces 
and sudi Federated States within which that tax is leviable, 
in such proportion as the federal legislature may decide ; 
even thou^ the task of and responsibility for levying and 
collecting those taxes devolves on the centre. The federal 
legislature is empowered to levy a surdtarge on these taxes 
for federal purposes. Income-tax on the other hand, except 
proceeds from Chief Gimmissioner’s provinces and taxes 
payable in respect of federal emoluments, is divisible 
among the cent^ the provinces and the Federated States, 
to which income-tax is applicable, even thou^ the tax ad- 
muiistration is carried on oitirely by the centre. On 
Mc a m e-tax aa well, the federal l^alatare may impme a 
aarduuge for federal purposes only. 

1. S. tag (a) 2. S. ia 6 (a) and ( 3 ). 
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Agab dutbi on sah, iedmal exciae and export ditfba 
may be bried and collecled by Ae lederatiMi, bat die 
ledin'al l^pslature ta at liberty to aasign a part or wbole of 
dte prooe^ to the provinoea or Federated Statea to wbidh 
thoae duties extend. In particular one half or mote — die 
Niemeyer Award has fixed it at 62^% — of the {MKioeeds 
from the export duty on jute or jute products is amigned 
to the provinces and Federated States b proportion to the 
amount of jute grown therein. 

The * net proceeds * of the above duties and taxes, 
which are the total proceeds less cost of collection, are 
ascertained and certified by the Auditor General of India 
whose certificates are final.' 

Under the new arrangements on the introduction of 
provincial autonomy, treasuries belong to the provinces in 
which they are situated ; and hence the provinces undertake 
die banking business of the Central (^vemment (where 
there is no office of the Reserve Bank or branch of the 
Imperial Bank) and keep its initial accounts. The 
Auditor General of India and his staff, whose expenses are 
home by the central revenues, on the other hand undertakes 
for the provinces through the Accountant General the work 
of accounts compilation and audit At present the remu* 
neration for the one is taken to cover the odier. But if and 
when the provinces have their own Auditor (bneral, the 
problem of remuneraUon will have to be solved. 

If the provinces adminbter certain subjects for die 
centre, then they have to undertake ail the tasks rebvant to 
such admbistration 8U<^ as framing of estimates, watdiing 
dw progress of expenditure, etc. Estimates relating to 
agency subjects are submitted to the local Accountant 
Genend for scrutby and transmission to die administrathra 
dcpartRKmt concern^. 

Fmr better harmony among provinces the Act imn>> 
vi^ea lor dm establishment of an Inter>Proviimial Coimcil 
for dB«liBi w^ disputes b^ween provinces, mitten <4 

1. (I). 
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emnmon ntfraest and mpectaily the ciHmiinttioii of jpoliey 
and adkn pertaining to a particular suhjeot. 

Financul Relations 

Administrative relations derive their importance diie8|; 
from the subject of agency' functions. Financial relatram;, 
however, have already assumed a large place in die financial 
system of India, because the provinces are placed in die 
unenviable position of having inelastic sources of revenue 
and expanding provincial requirements, because already taE 
disputes have arisen, and liecause in the past financial 
relations have not been too happy. 

It will not be out of place at this stage to outline, what 
may be called, the essential features of federal finance and 
the types of hnanciai adjustments resorted to for the pur* 
pose of strengthening the inadequate resources of the 
federating units. 

There are four essential features of federal finance : 
(o) uniformity, (b) independence and responsibility, (c), 
adequacy and elasticity, and (d) administrative expediency 
and economy. These features a constitution framer haa 
alwTays to bror in mind, but it will hardly be possible to 
satisfy all the four requirements. 

Uniformity requires that every federating unit should 
contribute equally to the federation. No one unit must be 
shown preference as against others in respect of paymenta 
made by them or contributions in one form or otiber given 
to them. The principle of uniformity while it has sirmig 
theoretical backing is difficult to apply in practice. In the 
first place on what grounds is the uniformity or equality 
of burdens to be calculated ? Is it to be bas^ on popula* 
tion, or cm the taxable capacity of a province or Fe^ated 
State, or on both ? Secondly, not all units have the same 
standard of economic life or administrative progress. To 
demand as much from the backward as from the advmoed 
is to lay heavier burdens on the former. Thirdly, regaed 
mnst be had to existing arrangetneots, where expendRuMi 
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Ipt hMO raised to a oeitaia feral, and where if inoonw be 
redeoed, expendibira may be reduced only at the cost of 
a^inistraUra progress. 

Independence leaves to eadi component unit the free* 
dom of initiative and operation, gives it financial audiority 
unhampered by the other units or the federation in matters 
relating to tax legislation, levying of prescribed taxes, 
expenditure from its own revenues, and borrowing within 
die limits that may be laid down. If the unit is financially 
independent, it must also be responsible for its revenue, 
expe^iture and debt. If the federation raises revenue for 
the units to spend, it will engender a sense of irresponsibility 
and consequently extravagance and wastefulness on the part 
of the provinces. On the other hand, financial dependence 
of the units on the federation will ultimately lead to political 
dependence. The Indian constitution provides for separate, 
revenue resources for the centre and the provinces, and full 
control by them over their respective expenditure and bor* 
rowing. Yet on grounds of inadequacy of resources, this 
principle of independence and its concomitant of responsi- 
bility has often to be qualified, and assignments and grants 
have been made to the provinces and Federated States. 

Adequacy and elasticity have sli^tly different mean* 
ings. Adequacy implies that the resources allotted to earii 
unit are su^ient for the immediate and initial task in hand; 
elasticity that revenue will expand to meet future 
raquirements of the units. To start with the provinces may 
have sufficient resources to balance their expenditure but 
with time the cost of nation-building services is bound to 
mcrease. Are the provinces assured of an expamiing 
revenue as well ? Tlie resources of the provinces, it is well 
feadwh, are very inelastic compared to the functkms which 
tlie ctmstitution imposes on them. The revenues of the 
aentnv however, during peace time expand more rapicD^ 

^ expoiditure. 

ia on grounds of inadequacy that provishm has basD 
imii'lo aeoiire revemms for die pro v in ce s ihn«q[b dm 
proce eii li of vdddi dmy dhaie wiA die oentxe, e,g. ancceashm 
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■ad ■tainp dntka,* and also thnwiJi granla aid gainraiitiadc; 
By a dbare in inoome^ax the tmits are immediately iwovided 
widi extra revenue ; by the provukm of taxes entirdy lor 
the benefit of the units ■ certain elasticity has been introauoed 
in provincial finance. 

The principle of administrative expediency and 
economy is very important, because no matter how Mtisfao* 
tory a tax may be on theoretical grounds it most be 
efficiently administered. On good administration almost as ^ 
much as on the soundness of the tax depend the proceeds 
of the lax. There are certain taxes where it is expedient 
to have uniformity of rates, e.g. income-tax or where die 
complications and difiktiUies would be too serious unleM 
a central organisation administered it ; and in each case on 
grounds of expediency or economy the taxes are entrusted 
to the centre, even though the constituent units will derive 
the full benefit from them. Unless the units can efficiently 
administer a tax, they should not be entrusted with it. 

TTie result of the (X)nsideration of the essential features 
of federal finance shows that very great difficulties stand in 
the way of realizing them in toto. What happens in prac- 
tice is that the resources are first divided into central and 
provincial on the principle of uniformity and indepen- 
dence ; and then allowance is made for deficiencies^ in 
adequacy, elasticity and administrative economy by various 
devices, e.g. by centralizing the administration of certain 
taxes and distributing the proceeds among the constituent 
units. This goes against t^ principle of responsibility ; 
for there is no incwtive to economv..__ whf!m fundi »f P 
without trouble. Practical finance, howler, can 
'Vnlyeodeavour to satisfy all the theoretical re<joirements. 

The resources of the cwitre and the provinces are 
dittennined by the Legislative Lists. Separate sources of 
levenue are allocated to the centre and the proving ; in 
ndditioa the provinces share in the proceeds of certain ta^ 
levied and cnllecled by the centre and some of them receive 

1. VMS S. i$f. 
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euk graiifB from the oattire. Fttilher adjoetmeatt on the 
inaitguration of ]Hovincial autonomy were the deoenba* 
liiation of balances, and the consolidation and cancellation 
of pre<autonomy debt 

Legislative Lists. There are three Legislative Lists, 
the federal, the provincial and the concurrent The execa> 
five authority for the subjects in the Federal List is vested 
in the centre, for those in the other two lists in die provinces. 
The executive authority includes the financial power to 
receive and spend moneys in connection with the subjects of 
the lists. Further, moneys raised or recovered by die 
federation or the provinces go to form their respective 
revenues. Hence receipts from federal subjects or expendi- 
ture on them are federal, receipts from or expenditure on 
subjects in the Provincial and Concurrent Lists are 
provincial. 

The Federal List includes the following main sources 
of revenue : — 

I. Cttttomt intliidwff export duties. 

3 . Rxeise duties on lohaceo and other poods manufactured or pro- 
duced in India except those on the Protincial List. 

3. Corporation lax. 

4. Salt. 

5. State lotteries. 

6 . Taxes on income other than apricullural income. 

7. Taxes on the capital value of the assets, exclusive of agricul- 
tural land, of individuals and companies as well as taxes on 
the capital of companies. 

8. Duties in respect of succession to property other than apricul- 
tural land. 

9. Rates of stamp duly in respect of bills of exchange, cheques, 
fromissory notes, bills of lading, letters of credit. Policies of 
insurance, proxies and receipts. 

TO. Terminal taxes on goods or passengers carried by raUsMy or 
ah, taxes on railway fares and freights. 

II. Fees in respeet of any of the matters in this list, but not includ- 
ing fees taken in any court. 

The provincial sources are : — 

I. Xamf mruue. 

8. Mxeise duties on the foUcmiug goods monufactm^ed or produced 
i* Hw protnnce, namely, (a) otcokoHc liquors for hutnau corn- 
■^•gumplicm ; (b) opium, ludtm hsmp aud other narcotic drugs and 
ipmreoRes : uou-uarcotic drugs, (c) medkined aud toilet prapuru- 
dioms camknmmg alcohol or ssuy smbstauce mchuM in (b) of Ais 
ttulry. 
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A T«ref ON agtiaiiiwxU itfcome. 

4. Tturtt ON Umdt tni bmUmas, keartkt ami mmiam. 

5. DmtitM in r*t^cl of tmcttttiom to agrifuttmnU lami. 

6 . Taxes <m mmenl rigkts. smbfert to my UmmNUiom tmfoaei by 
my Aci of ike Federal Legidatmre relating to numeral dnelofme mt , 

7. Captation taxes. 

8. Taxes on professions, trades, callings and employmiemts. 

9. Taxes on animals and boots. 

10. Taxes on the sale of goods and on adtertuements. 

11. Cesses on the entry of goads into o local area for consumpHan, 
use or sale therein. 

12. Taxes On luxuries, including tares on entertainments, amnue- 
ments, betting and gambling. 

13 . Rates of stamp duly in respect of documents other than those 
specified i» the prtniisions of the Federot I sit. 

14. Dues OH passengers and goods carried on inland wilerxoays. 

15. Tolls. 

j6. Fees «H respect of any of the matters in this list, but not including 
fees taken in any court. 

The States surrender to the federation only such powers 
of legislation, on financial items or otherwise, as are 
mentioned in the Instruments of Accession. However, cor- 
poration tax in particular cannot be levied by the federation 
in any Federated State until ten years have elapsed from 
the establishment of the federation, and even then it ia 
left to the Ruler of a Federated Stale to elect to pay in 
lieu of the tax being collected in his Slate, a contribution 
equal to the net proceeds which it is estimated would result, 
if the tax were levied. The power and responsibility to 
determine the amount belongs to the Auditor Ciencral of 
India ; and the Ruler must cause to be supplied to the 
Auditor General such information as he may require. An 
appeal from the decision of the Auditor General may be 
made to the Federal G)urt whose decision wilt be final. 

Double Taxation. In every fwleration one of the evils 
to he guarded against is double taxation. In their search 
for more revenue the provinces will have to levy more taxes, 
and already taxes imposed by certain provinces have been 
challenged in court For example, the U.P. Employment! 
iTax and die Bmnbay Urban Immovable Property Tax wen 
pud to ^^n^ on income tax, because they were gradoaied 
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bi dealing with the &tancial eyte i n in the fedetvtioo 
it will not be out of place to mentioa bru^ the relatione 
of the federation and the States with the Crown Representa- 
tive. Tbe federation, at present the centre, has to pay to 
him every year such sums as he may require for the exercise 
of his functions in relation to Indian States. The Crown 
Representative will continue to receive cash contributions, 
loan repayments and payments from Indian States ; and he 
is empowered to place such sums at the disposal of the federa- 
tion. He is also empowered to remit their contributions, and 
to commute their other obligations into cash payments. 
PaymentB which the Crown Representative has to make to 
the Indian States are to be charged on the revenues of the 
federation. 

Borrowing. The centre and the provinces may borrow 
on the security of their respective revenues in such amounts 
and on such guarantees as may be hxed from time to time 
by their respective legislatures. The Secretary of State, 
h^ever, until the federation is established, will contract all 
sterling loans on behalf of the Governor General in Council. 

The federation may make loans to or give guarantees 
to loans raised by a province ; and such sums will have to 
be charged on the federal revenues. A province may 
not without the consent of the federation borrow outside 
India ; and similarly without such consent it cannot raise 
a loan, if any part of a loan by the federation or in respect 
of whidi federal guarantees are attached has yet 
to be paid. However, the Central or Federal Government 
may not withhold such consent without good reason. The 
federation may, subject to amditions it may impose, nuike 
loans to, or guarantee the loans of, a Ruler of a Federated 
Slate. 

Finanoal Adjustments 

JEmr since Lord Mayo started his scheme of decentral- 
iled finance, the problem of a proper divisiim of resources 

India has not been solv^ to the satiafactiew 
of t oR die iHovinoes. For a few years frooi 
W2l dw hfestott Settlement was in opaatkm by whidi dm 
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pmiaoM nMwle csMOributioiu to the omtie to cover up die 
loM el revniae oocesknied by the divisioo of xeveoues under 
the Refonns sdieme. Later, however, the central finanoea 
improved and die oontributiona were discontinued. Sir Otto 
Nietneyer was appointed in 1935, before the oomtneooe- 
ment of provincial autonomy, to make recommendations, 
after reviewing the present and prospective budgetary 
positions of the Government of India and the Provincial 
Governments, on matters connettted with the distribution of 
proceeds from income-tax and die jute export duty, and on 
grants to provinces. Adjustments of debt relations were 
also recommended by him. Government accepted his 
recommendations. 

Assignments from Central Taxes. Under the constitu- 
tion proceeds from export duties and income-tax may be 
assigned to the provinces. A.s was mentioned earlier, 
62i% of the net proceeds of the jute export duty is distri- 
buted among the provinces of Bengal, Bihar, Assam and 
Orissa in proportion to the amount of jute produ(;ed in each. 
The recommendations under income-tax have been modified 
recently and so the present position only is outlined. Ilie 
full assignment is given by the Act at 50*/,, of the net 
proceeds of income-tax other than corporation tax, after 
deducting proceeds attributable to Chief Commissioners' pro- 
vinces or in respect of federal emoluments. The assignment is 
distributed among the provinces in the following proportion : 
Bombay and Bengal 20% each, Madras and the U.P. 15% 
each, Bihar 10'% . the Punjab 8%, the Central Provinces 
and Berar 5%, Assam, Orissa and Sind 2% each and the 
N.W.F.P, 1%. However the full assignment of 50% will 
be reached only in the eleventh year after the inauguratitm 
of provincial autonomy. For the first five years from the 
net proceeds Rs. 4^ crores will be deducted and only half of 
the repiainder distributed among the provinces. For the next 
five years the sum retained by the centre will be reduced by 
Iffidi each year, so that only in die eleventh year wUl dm 
intrriiicea receive their full share of 50%. The Governor 
General, however, in any year of the sroond quinqucsmitim 
may direct d»t ^ sum retained by the centre sfadi be ^ 
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mam m hi die {ntmotu year, and in that case the teoeiid 
fwriod will be oorreapcmding^y extended. 


Grmu. Further aaairtance to certain provinces is 
throu^ grants.^ These grants are in the nature of subsidtes 
i.e. payments to be made in accordance with statutory pro- 
▼isKMis and without any conditions, rather than si^ bven tiojtw 
which are grants for specific purposes. Grants to ceitein 
provinces are as follows : 


(d) United Provintet ; Re. as takkt per aaNum for $ 
from itl April, 1937. 


(b) Ateam : 


Rt. JO lakhs IN each year. 


(e) N.W.F.P. : Rs. 100 lakhs in each year. 

(d) Orissa : Rs. 47 lakhs for 1937-3R. Rs. 43 lakhf 

IN each of the next file years and Rs. 40 
lakhs thereafter. 


(») Sind ; Rs. no lakhs for 1937-38 ; Rs. 105 lakhs 

IN each of the next 9 years : Rs. 80 
lakhs in each of the next ao years, Rs. 6$ 
lakhs in each of the next 5 years, Rs. 60 
lakhs IN each of the next 5 years, Rs. 55 
lakhs in each of the next fit<e years. 


A» all these grants are subject to no conditions, the principle 
of financial independence is preserved, even thou^ the 
corollary of responsibility is surrendered. Besides these 
subsidies there are also subventions to the provinces, e.g. 
grants in connection with road development, rural deve> 
lopmentv development of the handloom industry and of the 
sericulture industry, and grants from the sugar excise fund. 

DeU. With the introduction of provincial autonomy 
provincial balances have been separated from those 
of the Central Government Before 1937 the Central Gov- 
ernment acted as bankers to the Provincial Govemmenls. 
?|ow each province makes it own arrangements with the 
Reserve Bank for the conduct of its financial business ; each 
province maintains separate balances with the Bank. Hence 
die Ceabral Government has handed over to the provinces 
1^1 Imlanoes previously held by it in regard to d^t nanit- 
ti|il|ie and ^posit transactions of an intrinsically local 

1, VUe 8. MS. 
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natnrei or defiait^y ootmected widi iNPovincial funotMm. 
The {Htmnoes oonaeqimiUy now bear the liability for them ; 
and may lue them for the purpoce of keeping adequate cash 
in the treasuries or minimum balances with the R«>erve 
Bank ; and even for financing capital programmes. 

In order to start the provinces with a good financial posi- 
tion the debt of certain provinces has been cancelled to a 
certain extent. Bengal, Bihar, Assam, N.W.F.P. and Orissa 
have had all debt contracted before 1st April, 1936 can- 
celled ; in the case of the CP. all debt on account of 
jevetme deficits up to 31 at March, 1936 and about Rs. 2 
crores of pre-1921 debt have been cancelled. 

Further all pre-autonomy debt has been consolidated. 
Tbe arrangements for borrowing from the Provincial Loans 
Fund were unsatisfactory, Itecause the periods for which 
that fund was lent to the provinces and those in which the 
fund’s capital is repayable to the market differed consider- 
ably. To simplify the present relationship pre-autonomy 
delk has been consolidated into a single debt for each pro- 
vince carrying a' single rate of interest. The amounts due, 
to the provinces as a result of the decentralisation of balances 
were not paid fully in cash but were adjusted against the 
pre-1921 debt which the provinces owed to the centre. In 
this adjustment as the rate of interest on the debt was about 
3J% and the market rate in 1937 much lower, the pro- 
vinces were the gainers. The balance of the pre-1921 debt 
and all other pre-autonomy debts were consolidated, repay- 
able in 45 years. The rate on the consolidated debt varies 
from province to province between from 4 to 4j%. 

The result,,, of all the financial adjustments — assign-'\ 
menta, subsidies, subventions and debt adjustments — haa i 
been to increase the resources ^f tbe proyinq^ Naturally 
some provinces liave obtained greater oenelits than others, 
and apparently the principle of uniformity seems violated. 
Yet the backwa];d provinces obviously must receive more, 
if they are ever to improve and keep pace with the more 
advanced. 

1. interest auryina provident fond deposits and interest free li sli n c f 
at m n n s ci psl and oUkt local antborities. 



CHAPTER XU 


GOVERNMENT AND THE RESERVE BANK 

The Reterve Bank bat been establidied to manage the 
correnqr and credit system of the country. It possesses a 
pre-eminence in the banking structure in virtue of the fact 
that it is the central bank of the country and banker to dw 
Central and Provincial Governments. For that very leasmi 
it maintains very close relations with the provincial and 
particularly the central Finance Departments. The consti- 
tution and functions of the Reserve Bank which has five 
offices, at Bombay, Calcutta, Madras, Delhi and Rangoon, 
are determined by the Reserve Bank Act of 1934. Here 
we are concerned with the Reserve Bank in relation to 
the system of financial administration. 

Though a shareholders' bank, the Governor General 
has certain powers with respc^^t to it. He appoints the Gov- 
ernor and Deputy Governors of the Bank — should occasion 
arise an officiating Governor or Deputy Governor as well — 
and fixes their salaries and terms of office. If in his opinion 
the Bank fails to carry out any of the obligations imposed 
on it by the Reserve Bank Act, be may declare the Central 
Board of the Bank superseded, and thereafter take any action 
he may deem necessary. In nominating directors to the 
Bank or ronoving directors nominated by him, the Gover- 
nor General has to exercise his individual judgment. . 

As governments' banker, it has not only the obligation* 
but the right to transact government business in India. "Hie 
Central and Provincial Governments, on their part, on such 
conditions as may be settled by agreements, are required 
to entrust the Bank (o) with all t^r moneys, remittan^ 
exiffiai^ aid banking transat^ons in India, and (fi) with 
the management of iht public debt and the issuing of aof 
new loans ; and in particular, to deposit, free of interest, all 

h Biacm ftudc Act, S. ao. 
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tbm caik iNibnoet wiA dw Bai^ tiioii|Ji where die Beale 
has m hcmelMM or nflerciesy die gover nm ents may caxry 
on thw sttonev transactioitt and bold sudi cadb hal a iMit i at 
they may require. If no agreement is reached* the Gover- 
nor Gewnral in Council decides what the conditions sbrndd 
be.* 

In accordance with the Reserve Bank Ad^ die 

Reserve Bank has also reached an agreement with 

the Imperial J^nk of India for the purpose of 

agenc y 'Tun^ ons. ~ ~ The Imperial Bank is in oon- 

sei^imoe me sole agent of the Reserve Bank at all places in 
British India, where there is a branch of the Imperial Bank,^ 
and no office or branch of the Banking Dei^rtment of die 
Reserve Bank. The Imperial Bank will remain the sole 
agent for the first fifteen years, and thereafter the agreement 
may be terminated after five years’ notice on either side. 
The remuneration for the present is fixed at 1|16 of one per 
cent, on the first Ra. 250 crores, and 1|32 of one per cent, 
on the remainder of the total of the receipts and disburse* 
inents dealt with annually on govenunent account. The 
Imperial Bank was required not to close down any of ita 
branches and in return was to receive Rs. 9 lakhs per annum 
during the first five years of the agreement, Rs. 6 lakhs during 
the next five, and Rs. 4 lakhs during the next five.^ 

The Reserve Bank has entered into separate agreements 
with the Centiil and Provincial Coventmcnts to fix the terms 
and-eondittotis on which government business will be trans* 
acted. Being in close touch with the requirements of both 
the market and the government, the Bank is in the best posi- 
tion to advise the Finance Department on whom devolves 
the responsibility of handling the financial work of the gov* 
emmeot The Bank undertakes on behalf of the different 
governments^ their banking, revenue and remittance trans* 
actkms, keeps their moneys on deposit though free of intor* 
cst, issiiM treasury bills and loans for them in addition to 

1. IfckU S. »i. 

f At Uk tfaae of the inangtiritiaa of Uw Reterve Bank. 

3. MA, S. 45 sod Uw thinl idiedale. - - 
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m% tofTt of dMiiag kooM hr od yrt t n^ Mnong Aon* At 
f o naa cratioa lar work done* govemmen aMmteint a 
oertaiB nkiimum beUnce widi die Bank at all tinea. 

We may, Aerefore, comider the Reamrve Bank in rela- 
tion to government butineM from five, angles : exchange, 
emrrency and remittance, banking, acoomting and debt trans- 
aetiona. We ahall take ea<di in turn. The management of 
public debt will, however, be dealt vriA more fiuly in Ae 
next chapter. 


Exchange 

The Reaerve Bank Act requirea the Bank to maintain 
the ratio at 6 d. per rupee. Further, at no bill or ammd- 
ment regardii^ the functions of Ac Bank may be introduced 
M moved in eiAer chamber of the central or federal legiab' 
ture wiAout the previous sanction of the Governor Geiieril 
in bis discretian,^ the ratio will be controlled entirely by 
t|HLi«o*nnior -General. Secondly, Ac Central and to some 
extent the Provincial Governments require to remit sterling ^ 
to England.^ This task of remittance is left to the Reserve 
Bank, bemg one of Ae important banking functions. Sterl- 
ing remittances, however, are only undertaken for Ae cmitre, 
aid 80 every payment is first taken against Ae cmitral 
balances and Aen adjusted in Ae provincial balances. The 
Bank is also auAorised to have dealings in sterling^ with 
Ae scheduled banks. Since Ae outbreak of war it also 
awists Aimug^ its Exchange ^ntrol Department Ae Cen- 
tral Government in exchange control, Ae purj^se of whiA 
is to conserve AeTorei^” exAange of Ae country for war 
purposes and to prevent it falling into enemy bands m one 
way or another. 

CuRlIENCT AND REMITTANCE 

The power to issue m etalljc currency rests wiA Ae Cen* 
tral Govemmmit, Ae Bank beii^ only responsible for Ae 

J A lAV. 2. For metUng * hooie charges cost cl stores, etc. 

And ady in sterUng- 



miMininnit SupliM lufMn** am tte vamUiid Mtaff* 
lo iIm Gcmau Ccnenl m CouMil in «»• 
chaage Sat hatk nota*^ goU nr anenritiM. Similnrly iS ^ 
mane aS tupaaa iaik bekw die praacribed amoamt dM 
Reaerve Bank rooeivea rupeea in return for paym^ in kgal 
tender value. The aaaeta in the Issue Department need not 
be kept in any specified places ; what is required is that the 
Urtal reserve sht^d pot fall below the total amount oi notes 
in drci^aitimi. As the Bank is entrusted with resource? 
wotiCitt keeps dte reserve lor the purpose in currency dierta 
scattcred^over the country. By means of these ciw 
t-he^ v^i^rwherenffiefe are no banking offices^ are placed 
in treasuries or sub-treasuries, remittances are greatly 
facilitated ; for a transfer from the treasury or bank balances 
to a currency chest in one place is offset by a transfer from 
a currency diest to the treasury or bank balances in another 
place. Prior to the Bank coming into existence this resource 
work was performed by the Controller of the Currency, 
whose functions the Bank has taken over. 

The Reserve Bank undertakes remittance work 
for the public and the government. There were five 
kinds of remittances till recently — tdefra^ir_ l.ra|ii- 
fers, bank drafts, currency telegraphic transit, sup^y 
bills and remittance transfer receipts, of which the 
last was exchuively on government account for transfers to 
the public or between government departments. The first 
two were for transfers between places where the Bank was 
represented, and the second two between places where the 
Bank was not reperesented and where, therefore, the 
treasury was called upon to perform remittance functiona. 
Telegraphic and currency telegraphic transfers were effect' 
ed ^ telegram ; bank drafts ai^ supply bilk were their 
mail equivalenta. 

From 1st October, 1940, the issue of currency tele- 
graphic transfers, supply bills and remittance transfer re* 
ceipts have been discontinued, and changes introduced be> 

1. 0*tr SB crom or ijiWi ol the aseets.— Vkle Reserve Bank Act, 

2. VIII, Rtiowet. 
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ItoUttiw tfanm^ioitt ^ country, to timi^iiy the eoeoaitt. 
ing pro^iue mvolved in An ecoounti of lie Cenhedl and 
Provincial Govemmenti and to effect reductionf m raiet and 
extenfiwM in iacilitio.**^ 

Hence for the public there are now available telegn 4 ihic 
transfers atu! bank drafts whether the transfer is Reeled 
through a brandi of the Bank or dke treasury. For remit- 
tance on government account the Reserve Bank of India Gov- 
ernment Drafts have been introduced. 

Banking 

As is natural the bulk of the Bank’s work for the gov- 
ernments is under this head. With the inauguration of pro- 
vincial autonomy certain changes were necessitated and the 
system outlined below is in force today. 

The Resen'e Bank according to agreements with the 
Central and Provincial Governments and the provisions of 
the Reserve Bank Act^ carries on the general banking busi- 
ness of these governments, that is the receipt, collection, cus- 
tody, payment and remittan(% of moneys. Every govern- 
ment is required to keep all its cash balances with the Bank 
free of interest and to see that these balances do not fall 
below an agreed minimum. Should a government anticipate 
a fall below this minimum, it must, either by taking way;< 
and means advances from the Bank or issuing treasury bill$. 
replenish its balances. In theory the minimum must 1^ kept 
intact at all times ; in practice it suffices if it is main- 
tained at the close of business on each Friday.^ Should the 
Imlance fall below the minimum the Bank is entitled to 
charge interest on the shortage. For die banking business 
die Bank receives no remuneration but die intmest it can 
earn on the minimum balances is taken to remunerate it for 

1. Booklet on RemittuKC Facilities in India and B urma issned br 
Beserve Bank of India, M- 

2. And also in accordance widi and subject to toch orders as nuUF from 
time to linie be aiven br the Central and Pravindal Gorenanents. 

S. Dnrinc tiw rest a< the week a riicfatlr lower iwinnium mar be main- 
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tUs mvieei la addition of course die Bank baa the advan- 
ufe of kidcdng all gosenunent balances free of ioleiest. 
The nininiitm balance required to be kept by eadb govern* 
ment is fined by agreemmt nitb reference to its aimua) 
turnover of receipts and di^orsements. 

The Bank receives and collects moneys due to the gov* 
cmment, keeps them in safe custody, and to the extent of 
the government’s credit on its books mak<» payments on its 
behalf. Again while government’s spending is continuous 
ihrouc^iout dw year, its revenue comes in at special seasons 
nuing to the preponderance of agriculture in the country. 
To enable it to tide over the intervening periods when cash 
balances are low the Bank makes ways and means advances 
to the imveriunent. Such advances bear interest but are 
not available for more than three months at a time.* 

Accounts 

The keeping of accounts is a consequence of the banking 
functions. Tlie Central Government, as we have said before,^ 
operates on all ofiices of the Reserve Bank and branches of 
the Imperial Bank acting as agents of the Reserve Bank, 
The Provincial Governments, however, have their opera- 
tions confined to those offices and branches which fall within 
the area of their respective jurisdictions. 

Hie treasuries in a province belong to the province, and 
so the cash transactions of the Central Government which 
occur in treasuries, are taken against the provincial 
balances in the first instance. Such transactions are ad- 
justed by the Accountant Genera! periodically { weekly, fort- 
ni^dy or monthly as may be arranged with the provinces) 
in the bank balances of the Central and Provincial Govern- 
ments.^ This incidentally necessitates the making of 
•rrangements by the provinces to provide the means for 
meeting diette transactions. With the decmitralisation of 
ba l a n ce s the {novinoes have become responsible for the ways 
t- Ketem Budc Aet, S. 17 (5)- 

i VUk Ck VllI, Ways and M earns Advanees and Treasury BHIs. 

A Thnnsiil Utt CA& td tfac Kctenr* Bank. 
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ngMUM pcM^l^ in ngui not onlf to ^wir iw i w p i nad 
ffiqMBnditiira, bat nho * Uagt body of tranlincHpiM 
of « locol nature otmnected with debt, dqpoeit end leadSlwoe 
hoede. 

As the Reserve Bank keeps separate balances for die 
oratre and the provinces, it also keeps two sets of accounts, 
as do the treasuries, for compiling government accounts. For 
adjustm«its between the centre and the provinces, die Re- 
serve Bank provides clearing house facilities through its 
Central Accounts Section at the Calcutta office. Hence w« 
may oinsider in turn the three organisations of the Reserve 
Bonk which deal with the cash and adjustment transactions 
of the Central and Provincial Governments. 

Offices and Branches of the Reserve Bank. Two sets of 
accounts of cash transactions undertaken by them are kept, 
one for the centre and another for the provinces. Transac- 
tions pertaining to the centre are taken directly to dm cen- 
tral account ; all other transactions are taken to the provin- 
cial account. The result is that the provincial account con- 
tains transactions relating to other provinces. This necewii- 
tates adjustments which are made through the C.A.S. of the 
Reserve Bank at Calcutta by the Accountant General of the 
province where the transaction occurs. 

Daily the Bank sends separate statements of transac- 
tions in the two accounts, with all the supporting vouchers, 
to the Treasury Officer and at provincial hradquarters to the 
local Accountant Gmieral. At the end of the month the 
balanees in the two accounts are transferred to the C.A.S. of 
the Reserve Bank. For ways and means purposes the C.A.S. 
is kept informed of the balances of each government for 
each day and for the week. 

Branches of the Imperial Bank. Hie brandies of the 
Impnial Bank act as agents of the Reserve Bank in fdooes 
wfam diere is neidmr an office nor a hrandi of the Reserve 
Bank. As above, two sets of acoounbi are kept ; and separate 
daily tfatmnents of accounts widi aU suiqiorting data are 
sent to dm Treasury Officer or the local Aoeoantant General 
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•{Iw INodt iliiilc i» raqpiired tpedally to mo dM die txrtel 
tod ditfaurMnnents of two aocoonW in the d«% 
mteipnle earn lo the Tnatury Officer or Acconotent Genenl 
agree with the totals shown in the schedule forwarded to 
the CenbAl Accounts Office of the Imperial Bank at Calcutta. 
To facilitate clasaihcation of transactions in the two sets oi 
accounts, the Treasury Officer and departmental officers, who 
are authorised to pay or draw money, are required to aeo 
that every chalan, bill or charge is marked prominently to 
show whether it refers to the centre or llie provinces. 

As with the Reserve Bank Offices, all adjustments are 
carried out by the Accountant General through the Gsttral 
Accounts Section. The branches of the Imperial Bank under 
no circumstances deal directly with the C.A.S. but through 
tlieir own Central Accounts Office at Calcutta, whicli effects 
all adjustments that are retjuired. 

The Central Accounts Section. The C. A, S. at the 
Calcutta Office of the Bank, though in charge of an Accoun* 
tant, is directly under the control of the Manager. It ia 
divided into two main parts — one for railway accounts 
and the other for government, both central and provincial, 
accounts. 

We saw above that to the provincial account are taken 
all transactions which cannot be taken directly to the central 
account. The C. A. S. therefore exists for two purposes : 
first, to keep the complete accounts of the balances of dm 
different governments, and secondly, to act as a general clear* 
ing house for adjustments between the centre and the pro* 
vinces and between province and province. All adjustmcsita 
and payments required to be made are advised by die Ac- 
countant General^ where the transaction originates to the 
Accountant of the C.A.S. of the Reserve Bank who will pasa 
the necessary entries in the accounts of the government con* 
<’enie(L Advices of adjustments are forwarded to the 
C.A.S. at oonvoiient intervals up to the 7th of the follow* 
ing moitth, while those for the month of Bfardi even up 
15& April 

Or «ttwr aaUnrited Aceoaots Oftcer. 
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llhe CJ^ «t die dow of busiaeM tmA 4ay lonnuds 
tii.die AotiOMiUant Geaaal oraoerned a meoKnwEdBBi in a 
pneeribed form diowinf details of transfers effected ^eW 
die balance of die Central or Provincial Govrnmqent. At 
tbe close of die month a statement of the closing balances 
of eacb government in the books of tbe Bank, after taking 
kilo account all cash transactions at all the offices and 
branches and agencies and all adjustments, are forwarded 
to the Accountant General concerned. 

The Reserve Bank also communicates by telegram to 
die different governments their weekly balances immediate- 
ly after the week ends ; and if needed, will communicate 
the daily balances as they stand on the books at the close of 
eadi working day. 

As far as compilation of accounts by the Reserve Bank 
is concerned, the system of central compilation has been 
followed. The plea was put forward that for the major 
IWDvinces the compilation should be made at the branch of 
die Bank situated at provincial headquarters, so that the 
Provincial Governments may be fully informed about 
their balances at a very early date, if not at the end of 
every day. But the Reserve Bi^ was opposed to this branch 
compilation and pressed very strongly for a centra] com- 
pilation at its head office in Calcutta. The system was to be 
tried for twelve months before the issue was raised again. 
As the system seems to have worked satisfactorily, the mat- 
ter has been dropped. 

The C.A.S. also carries out all adjustments of transac- 
tions arising in non-bank treasuries (whidi also keep two 
sets of accounts) through the Accountant General. 

Debt i 

The Reserve Bank manages the public debt of die centre 
uid tbe {wovinces. The Finance DepMurtments have a general 
eonlrcd over foe administradmi of die debt for wbkii dieir 
raqpective govomments are respmasible. But dm actual 
n^inistratioii oi inddic debt and dm maimentmee of 
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acMaalA it aunied on by the PBblie Dd>t Office ol ibe Reierve 
BaiiL Ibider debt we might dastify the opentioiM ol the 
Btdk AW xektiiig to dw iune of new rupee loans, ooUeotioa 
and payment of interest and principaL, the oonaolidatioii» 
divinoo, eonvenion, cancellation and renewal of serttriliw, 
and dw beeping of the required re^sters and books ol 
accounta. Reomtly the repatriation of sterling also 

beoi one of its important activities. 

For the work of management the Bank, according to 
agreement, receives Rs. 2,000 per crore per annum on the 
amount of the public debt at the close of tlie half-year for 
which the charge is made. 

The Bank issues loans for the centre and the pro- 
vinces. Being in close and constant touch with the mallet, 
the Bank is able to advise the Finance Departments as to 
the best time for floating a loan and the most favourable 
rate that may be obtained. Further, as it manages the pub- 
lic debt and floats the loans for all the governments, it is 
able to secure that no competition between one government 
and another takes place. 

Treasury bills and ways and means advances are the 
means adopted to bridge the gap in the ways and means 
position of the government. These treasury hills are also 
issued by the Bank for the government concerned. 

The procedure for floating new loans and treasury bills, 
and the organisation and procedure for the administration 
of public debt is dealt with in the following chapter. 

The Reserve Bank is also the sole agent for invesUnenta 
by government, either of funds belonging to government or 
managed by them, and charges a commission for such trans- 
actiims. But it collects interest and repayments at maturity 
widiout any charge. 

Tbe Resehve Bank and the Business World 

The foregoing has shown us the position which the Bank 
holds in its ration widi the differmit governments. It a^ 
aa ibeir general financial adviser, performs all dieir 
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iNkolfibg requiranmiti and m a iw ^ didr public d«bt 
Hence Ae lUeerve Bank tuM an inttmate ImowiediB of Ibe 
inandal pocilion of govemnienL 

But the Reserve Bank fonning, at die same time, the 
apex of the banking and cipdit structure of the country, and 
looking after the currency operations of the government, 
has a first-hand knowledge of the needs of the money market, 
and by its open market operations, its discount rates and 
other ways regulates the market. The Reserve Bank co- 
ordinates the Lancia! activities of the government with the 
money market and is therefore able to harmonise the inter- 
ests of both. Besides it is the medium by which government 
comes in contact with the business world. Managing both 
currency and credit, it is able to give a certain elasticity to 
the money market, so that seasonal stringency, so character- 
ise of die period before the establishment of the Bank, 
has disappeared. The Reserve Bank also comes in contact 
with the business world throuf^ its sterling transactions and 
the maintenance of the sterling ratio. 



CHAPTER XIII 


PUBUC DEBT 

That public debt is an important problem o£ publk 
finance cannot be gainsaid. It is a sub)^ that has tremoi* 
dous social and economic significance and calls for dull, 
prudence and foresight in dealing with it, for public debt 
is of various kinds, for different purposes, with various coit* 
ditions attached to it. 

There is a temptation for every government to resort 
to loans when it is in difficulties and thus shift on to future 
generaticms what should properly be t>ome by the present 
one. The government i« further helped in this step by the 
lack of scrutiny on the part of the legislature of anything 
that does not immediately affect the tax-payer. Democracies 
are spendthrifts; if government decides to increase jBXpfiodv 
!t!1fl"dirrT‘|Wtticular service which has the favour of the 
house, there will be tremendous applause, even if such $ 
.step is in die long run not in the b^t interests of the state. 

To call for carefulness in floating loans is not to 'di^ 
that there may be occasions on which they are not only 
feasible, not only desirable, but even necessary. But in 
every case where the government resorts to borrowing it 
must take great care to see that there are sound reasons for 
60 doing. 

In India increase of expenditure is inevitable. We are 
a backward country struggling politically and economically 
to come to the front rank of nations. Nation-building ser* 
vices have to be built up ; nation-defending services* have 
also to be cared for. Our public debt has b^n rising steadb 
lyi yft. it has this goodTTeature that it very largely consists 
of productive “debt . 

Tbe total public debt of India is shared between the 
certre and the provinoes. On 31st Mardi, 1937, i.e. on the 

1- A Kavy and an Air Force are rstber expensive itemst 
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0f0 ta {HWviBdal auloiioaiy, it wa» Bs. IJtOSt CToam^ Of 
Rb. 1,179 awe» pertained to Bie fcnmer a^ Its, 30 
croies to the latter. The central ddit Induded Rs. 138 erores 
i^idi were utilised in making advances to the provinces. 
Hence die true central and provincial debt was respectively 
Rs. 1,041 crores and Rs. 168 crores. On 31 m Man^ 1940, 
three years after provincial autonomy came in force, the 
total dfibi of India was Rs. 1,315 crores, of whidi Rs. 1,147 
crores were central and Rs. ItSO’lffbres provincial^ 

Classification of Debt 

Debt is classified in India as (a) permanent or funded 
debt, (b) temporary or floating del^ (c) unfunded debt and 
(d) loans from the Central Government Permanent debt 
mdudes debt which at the time of issue has a currency of 
more than twelve months. The capital is either repayable 
at the government’s will or after a fixed number of years > 
in the first case it is called intenninable funded deH ^-g- 
di% Government Promissory Notes, and in the second ter- 
minable, e.g. the 3}% 1947-57 loans which must be repaid 
at any time between 1947 and 1957 by giving short notice. 
Floating debt is debt of a purely temporary nature, repay- 
able within twelve months, e.g. ways and means advances 
the Reserve Bank or treasury bills. Floating debt is un- 
funded debt ; yet here in India the term * unfunded * is 
reserved for certain interest-bearing obligations of die Cen- 
tral Government as post office cash certif^tes, savings bank 
deposits, State Provident Funds, etc. In the provinces instead 
of unfunded debt there is the division “ loans from the Cen- 
tra] Govemmoit ** in which are included advances from that 
fovemmmit not cancelled or consolidated. Permanmit debt 
|nay be either in Merling or in rupees according as the loan 
Sb floated in London or in India. No provincial loans, how- 
over, are in sterling. 

1 . The ptAfo debt of India is about six times dK annual Tcveime of India. 
caiMta ndebtedness is about Ks. 43. On Jist March. 194L 
'list jrcar for whidi actual figures are available) the total debt of India 
was lU. l.S5d crores, of which Rs. Mix crores were oeotral and 
Ss. 145 craret pronnoaL 
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01 tibe total on 3Ut llardi, 1940^ Ri. 886 crorw 
fonned ^ petnanent debt, Rs. 122 croret tfie central loaaa 
to tbe peovinoea, Rs. 57 crores die floating and Re. 251 onirea 
the imRuided delrt. The pennan«it dc^ was divided brto 
eterling debt amonntii^ to Rs. 425 crorea' and rupee ddit 
oi Rs. 461 .GTorea.^ 

The distinction between permanent, floating and un* 
funded debt is rather arbitrary. Much of the fluting debt 
is renewed every diree months with great ease and therefore 
$.«ems not to be very different from permanent debt. When, 
however, it is felt that repayment of floating debt within a 
leasonable time is not possible, the wisest course is to fund 
it. Hence the distinction between funded and unfunded 
though rather vague may be of some use. Secondly, un- 
funded debt is floating debt, and the classification in Indian 
finance that tends to distinguish between the two is also 
arbitrary. By floating debt is meant borrowing to assist the 
government’s ways and means position ; by unfunded all 
other debt obligations which cannot be classed either as 
permanent or floating. 

From the economic point of view there are two classi- 
fications which are very important : (a) productive and un- 
productive debt, and (6) internal and external debt, the first 
liecause it has reference to the objects of expenditure, and 
the second because of its reactions on the internal economic 
structure of the country. Productive debt is debt on expen- 
diture which yields a return on the capital assets whi<^ it 
brings into existence ; unproductive which yields no mone- 
tary return.^ Productive debt from the economic point of 

1 . Converted at is. 6d. 

2 . CM the total debt outstanding on 31st March, 1941, R*. 908 croret 
fanned the permanent and floating debt. Rs. lao crores thecentral loans 
to the provuices and Rs. crores the unfunded debt- Of the ahove- 
mcRtioiKd pcnnanem and floating debt, sterling debt amounted to 
Rs. 3SI crores and rupee detK to Rs. 567 crores (including a little 
over ^ 3 crores of interest-free debt). 

3 . By (ar the greater part of Indian public debt is producUve. YSZ 
large amounts have been spent on railways and irrigation wofto 
(aboot Ra. 800 and ISO crores respectively). In ttie improdocUve ^ 
as n anli as Ss. 350 crores is doe to the contributioas niade by IWBa 
to Grant BrMn durhig the last war. As most of oar debt is pro- 
doelive the harden on the taxpayers is not at aS bedvr. 
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#nr dkrat m cam* fo* alaitn ; «apcoiiieii«e 
i»^c Mkd on die oouirtry'* faeneBe. Yet^ 
be eecjetions when mmIi im^«diicli«e delit it 
te ineveat an invation ef the omattry or in the cate ol nuh a 
badcward oouirtiy at oun for {nriiaary edacatkm. Uiqiro* 
diictive debt requires close scrutiny. To cover up budpet 
deficits or for expenditure on objects which are not a neoes' 
sity and which yield no return^ borrowing u olt«i resorted 
to* and such borrowing must be closely watched specially 
so because the legislature is apt to give in to the executive 
where no inunediete burdens are imposed. 

Internal debt is that held by nationals. As interest 

K yments do not leave the country, there is only a re-distri- 
lion of the national income. External debt is held by 
non-nationals ; money leaves the country and so affe^ the 
balance of payments. As ultimately such payments are in 
goods and services, external debt involves a drain on the 
country’s resources. But here again, external debt may be 
necessary for economic development, specially when 
internal capital is shy. Most of the external debt of India 
ia in sterling and held by the United Kingdom. 

Floating Debt 


Ways and means advances by the Reserve Bank and 
treaaury bills form the floating debt of India. In a previous 
duipter^ we saw that in executing the budget the administra- 
tion has to make payments throughout the year. Revenue 
on the other hand does not come in evenly enoufd* 
sufficient amounts to make the required payments. By the 
end of the year revenue and expenditure will ntntnally 
Jbalance eadi t^ier ; but in the meantime govemmmit must 
^provide itself with funds to meet its obligations as they 
nrise. In India current revenue generally falls diort of 
eiqMaiditiire during the period from April to December, 
moat of the revenue coromg in between January and March. 
The guvemmeait resorts to ways and means advances and 
^1. Vide Ot VIL 
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tfctMoy bitti to tid« over woA ieni|ioi»ry dH&idties 
^ otdloelion of revoBoe. 

W»ys Olid moons advanoet, taken from the Reserve 
Bank, have a currency of not more than three mondia, 
they may be paid back by taking other ways and 
pt^M advances. Usually such advances together widt 
interest accruing on thmn are paid back in good time, at 
any late before the end of the year. 

Treasury bills are issued to the public and have a 
currency fnrni three to six, nine or twtUve months, though 
usually for three or six months. Treasury bills may be 
and are renewed ; and thus part of the floating debt ia really 
permanent debt kept in a floating form. 

Ways and means advances are used if the amount 
required is small or if the period is less than three montha. 
Treasury hillst are more suitable when the period for which 
borrowing is necessary exceeds three months, though much 
will depend on the state of the money market as it b likely 
to be at the time of repayment. Ways and moans advances 
have this great advantage that they can be repaid at any 
time, and interest is calculated only on the amount actually 
utilised. They are like overdrafts on the government 
account. Treasury bills are repayable only at maturity 
and hence interest has to be paid for ijie whole period. 
Whether ways and means advances should be taken or 
treasury bills issued will be regulated by the interest 
diarges, government’s determination being to keep these at 
low as possible. 


Unfunded Debt 

The total amount under this head on 3l8t March, 1940 
was Rs. 251 crores, made up of State Provident and Pension 
Fonda, post office cash certificates and savings bank deposits.^ 
Slate Provident Funds need hardly any explanation ; these 
ure provident funds for the benefit of government 

1. ImoH for the first tijiie in 1917. , „ « ^ « 

2. In the provinoct only I^vidcnt Fonds, as S, B. Deposits and P.O.CC. 
Wane exdnsWdy to the cwitre. On jist March, iJMt, onltmoea 

. ddu aammted to Rs. 230 crores. 



fUMMCUL AMDORimif » imu 

^itmlofem. Lary im m n^ tact in gomnmei tt and 

«t ne Kfwyinenli axe generally ma^ Um duu dw aoeunu- 
latton, govemmait haa large funds at iU dii|weal to aid it 
in its ca|>ital works int^amme. 

Poet office cash certificates and the savings banks were 
started to tap the savings of the small investor. No single 
person can invest more than Rs. 10,000 in the former and 
Rs. 5,000 in the latter. This form of investment appealed 
to the middle class investor particularly, and from 1924 
to 1936 therefore there was a continuous rise in the balances 
under these beads. Post office cash certificates were eagerly 
bought up till 1935-36 in which year the investments 
amounted to about Rs. 66 crores. After that date there was 
a gradual reduction in interest rates : repayments became 
heavy and now exceed the issues in a given year. Savings 
banks deposits have also shown a continual rise, reaching 
their peak in 1938-39 when nearly 81 crores were obtained 
from these deposits. When the rates of interest were 
lowered, the rate of increase of these deposits fell off. 

Post Office Cash Certificates. These were issued for 
the first time in 1917. They run for five years, at the end 
of which die principal is repaid with compound interest, 
though the holder has the option to demand payment at 
any time on foregoing the interest that has accrued or 8oni<* 
part of it. The certificates* are for sale all the year round 
and at all post offices doing savings bank business. No 
income-tax is payable on these certificates. On Slat March, 
1941, the amount outstanding was only Rs. 49 crores. The 
great disadvantage of postal ca^ certificates is that during 
a panic or an emergency repayments may be demanded on 
a large scale, thus causing serious embarrassment and 
anxiety to government. The certificates are therefore 
deposits at call, or as they have been termed “ currmicy notes 
bearing interest.” 

^ Potial Savings Bank Deposits, These have risen 
oimtinUioasly since 1924 ; and when interest rates were 

I, The certificstei are utued at Ute ttaae prke of Sa. xo^ so, xo^ 5oo> 

tfioo, SfiM aad lofioa. 



rvKX wan BS$, 

k)wend wAf the of tnenaae Idl off. Hie nan etit* 
ftaodlhv OB 31tt Much, 1941, wu pieced u Re. 99 crptee. 
Hue luye i«ai ie eveilebie to govenuem lor their tctyt umI 
roeene u cepilal progruniBee. The difference bet we w the 
liepoehe end wididrewale daring the year ntey be ooniderad 
•» e eort of loan at a low of intereet^ end ie dwrefote 
very belplul for die ways and meene poeition. The idea 
of the postal saviage bank is to attract the sarings of dw 
small investor. As postal facilities ^read in tte ntral 
areas, more people will surely begin to place their moneys 
on deposit in theM savings banks, which even at present have 
succeeded in promoting thrift and are popular with aU 
classes. 


Permanent Debt 

Permanent debt consists of terminable and interminable 
securities. The latter are those on which government pays 
interest without the obligation to repay the principal on a 
specified date or within a specified period. Terminable 
securities are short-dated, medium-dated and long-dated 
depending on the period of currency, at the end of which 
tlie principal has to be repaid. Most of the government loans 
Wore the World War of 1914-18 were interminable. 

Government securities may be held in three main ways r 
(a) Stock, ^j^gXZBearev and fc) PtomNaosy Ncisia. 
rhe filsr'ls a certificate granted to the bolder that he has 
been registered in the b^ks of the Public Debt Office as 
l>eing the owner of a specified amount of government stodk. 
The stock certificate cannot be negotiated ; transfer is effect* 
ed only by a transfer deed. Hence the certificate is immune 
against loss by fire, theft, or other eventualities. None 
besides the owner can get any value for it. Interest is paid 
by wanants payabk at the Reserve Bank or a branch of the 
Imperial Baadt or a treasury. 

Bearer Bonds the other hand are fully negotiable ; 
for they are made payable to bearer and mere posauaiMi 
is aufficieitt to ocmatitate ownership, so far oa government 

1. At fMMia ifj%. . . 
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li eoneeroed. A beu«r bond oortifiw duit d»e bidder is 
csiided to a specified ammuit in respect of the loan to 
adikli die bond relates. Trmsfer of these bonds n made 
wtdKNa any formalities by t)m mere physical handing over 
of the bond fay the transferor to the transferee. Whm the 
loan matures, the bond in respect of it also matures ; and 
repayment is made to the one who presents the bond with- 
out any inquiry as to his title and status, and widiout any 
endorsement being required. Interest is olHained by pre- 
senting the coupons attached to the bond on the date stated 
at the office or treasury at whidi the bond is regismred for 
payment This fonn of security is very risky to hold as. 
if it is lost or stolen, the owner is deprived of his ri^ and 
title to it Hence the issue of bearer bonds has always 
been discouraged by the government and of late discimtinaed. 

A promissory note is a half-way house between the 
stock certificate and the bearer bond, for it can be negotiated 
but cnly under the endorsement of the holder. A promis- 
sory note contains a promise by the government concerned 
to pay a certain person a specified amount on a fixed date 
or after due notice’ and to pay interest thereon half-yearly 
at spedfied rates. A promissory note contains cages on the 
reverse for endorsements, if transfer is to be effected. In- 
terest is payable at the Bank or treasury, according as it is 
mentioned in the note, on presentation of the note itself. 

Brief mention must also be made of three other forms 
of debt, viz., Government Bonds, Debentures and Debenture 
Stodc and Annuities which were more largely used in time* 
past for financing capital expenditure on railways and 
during and after the war of ]91-4-18 for the purpose of 
short and medium dated borrowing. 

Government Bonds were issued durii^ the last war and 
fwmed the major portion of the short term ddu for a num- 
ber of Tears after the war. These were duai oonskiered a$ 
part of tim fioatii^ d^ and were for three, fixe or ten years. 
Almost all the hoods have been paid off. 

Accwditif to Uie ICTBu of the ksn to vtncli Uw pranisiMf ws« 

vdaics. 
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Debc ntnrf and Debenture Ikod^ ue doady to 
Cofen u neot Bonds and were chiefly tasued in Englmiid to 
coinieetioii with Indian railways either by the Secretary el 
State or by railway companies on the guarantee of dm Sea** 
tary of Stole. Debentures are for a flzed period. Though 
debei^re boldma have a lien on an undertaking, no sudi 
obligation was incurred by Um Secretory of State ; there 
was only a personal contract with him. Debenture stock 
is redeemable either at a distant date or not at all, at the 
opiitMi of the person making the issue. At present there are 
DO debentures outstanding but only debenture stock on 
account of certain railways, e.g. the E.I.R., the E.B.R., the 
S.l.R. and the G.I.P.R. with interest rates varying from 
3^'^ to 4J%.‘ 

Annuities were also resorted to on liehalf of the rail* 
ways. They were issued for a specified period with fixed 
annual repayments of principal and interest. These annui- 
ties were paid to the shareholders of the railway companies,^ 
as the share capital at the time of purchase was too large 
to be conveniently made in one lump sum. By means of 
these annuities the payment was spread over a long term 
of ycars.^ 

Repayment, Conversion and Redemption or Debt 


The nature of public debt has undergone a change since 
the Great War of 1914-18. Before the war borrowing seldom 
exceeded Rs. 3 crores in any year and all the loans raised 
were ncm-terminable, with the result that there was no obliga- 
tion to repay tlie principal borrowed. Hence the question of 
repayment was not an urgent problem. After the war gov- 
emmoit's loan policy underwent a radical change for in the 
first place, rupee loans instead of sterling loans were foated 
as far as possible, and in the second place post-war loans 
were generally of a terminable character. 


1- AH Umc were over by the Secretsfy at Stale at ihe l**iw ^ 
pnrebsse of the cooitMiues as part of their atMtaodMis haliUitics on 
the tenat on whidi they were oriKiaally tMoed. 

Z tto^-^the ai!pl, ite Madras RaUway, the Sind. 

IHitoMi ^ Ddhi Railway (N.W.R.). 

A Tlw S3JK. AoBoiiy nm from toSo-ioss. 
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Wlicn • imui luu IB be npaid on ee Irf • fined! dbie 
ftitenfeniHite bave to be leMfe eo «• to pot go wian e nt m 
p o ee c n iioB of edeqaate funda to pof off fiw leu. Yel ibere 
WM no lyitetnatic acfaene for tbe amoitwation oi debt before 
192&-26 ; » practice revenue aurplMoa tvere inilued for 
capital expendtture on ratlwajra and irrigation. Sbekkif 
fnnda are required to be cat^bliabed by Acte of PartiaaMnt 
for die payinent of annuity inetabnents in connection widi 
die pun^ee of certain raiKraye : bM there are no odwr 
oinking fundi established bjr Matote for making regular pro- 
vision for suck repaymofits. The iwincipie of sinking funds 
is diat the sum set aside every year to^Bther widi die accu- 
muliUed interest is suficient to repay the principal at the 
end of the specified time. Or in the alternative die prin- 
cipal and interest for a specified period are gradually paid 
up through annual instalments. 

When the market rates are favourahle conversion i» 
resorted to. The loan tliat has to be repaid carries in such 
an event a comparatively higher rate of interest ; and the 
interest for the conversioo ban is fixed slightly shoive the 
market rate, so that the ban holders may be induced to con- 
vert thf^f holdings into the new loan. For example, tbe recent 
3f%, 3% and 2j% bans have been in part subscribed 
through conversbn. 

From 192S-26, chiefly on tbe initiative of Sir Basil 
Blackett, the then Finance Member, a general scheme for 
die reduction and avoidance of debt was adopted. Every 
year from the general revenues of the centre a sum of Rs. 4 
CFores plus IjBOth of any excess in the total didit on 31st 
March of the preceding year over that on 31st March, 1923, 
(die sterling debt was oemverted into rupees at Rs. IS to the 
£ fo4' the purpose) was set aside for d^t xedanprioo. Tbe 
purpose of this ledemptum scheme was to extinguish the 
produ<^ve debt in 80 years and die unproductive in a much 
shortKHr period. It was in operation npto 1928-29 and after 
j%s|*eaBtinBiBd to 1932-33 widi dus modificatini dial the 
ayffibm ddit was oopv er te d mto rupees at Ra. 13 l{3 to 
Then cwnilB die de]»miaB and e ver y u bwe amoitM-- 
tkm paymoM ainkng fianb wen nimod in aMpdar to 
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pfodiwe bdanced hndlgelt. h India owing to Um daprastion 
ratWrays onaed to make any oontribatkMia to dm genaral 
Tcvennea, and to the annual poviaion ior debt redmnfitioa 
waa reduced to Ra. 3 crores Irom 1933>34J 

Proviuoal Debt 

We have aeen in a previous chapter tl>e arraugenMntts 
made on the introduction of provincial autonomy with re« 
gard to the cancellation and consolidation of debt owcsd 
by the provinces to Ae centre. The debt of certain provinces 
incnnr^ in Ae pre-autonomy period has been cancelled in 
part or in full ; and the balance has been consolidated for 
each province into a single debt carrying a single rale of 
inier^. The repayment of Ais consolidated debt is pro- 
vided for by a aeries of annual equated payments of prin- 
cipal and interest spread over 45 years. These repayments 
are a charge on Ae provincial revenues and are non-votablc. 

The new constitution grants to the provinces the power 
to borrow on A4 strength of Aeir revenuM. Bui the pro- 
vision for amortisation is governed by Ae terms of the noti- 
fication of each loan, (^eraliy a depreciation fund of . 

per annum is provided for to prevent large fluoluatiotM 
in market rates over Ae issue price. 

Apart from Ais arrangement in connection wiA the 
recent open maihet loans, there are no general principles 
uniformly observed for Ae redemption of debt. Amortisa- 
tion ior unproductive debt may be based on the period of 
maturity of Ac loan and to Ae chances of growth of this 
type of debt. However, sounder finance requires that 
amortisation arrangements should refer to the object of l>or- 
rowing than the period of maturity. The period should be 
comparatively short where expenditure on unproductive pur- 
poses ong^ to be more properly met from revenue, or where 
Rssels constructed from Ae loan are short-lived, or where 
Ae ddbC is likely to increase very rapidly. Where a 

1* The em fcjr Seht r ed eanai on is tsken to the heed ‘ Aw'oiwisliim for 
U» BcdawfoB and AroKiam o< Deht’ tmdrr the urposiu Section 
«f the 
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atMst it nrodooed die a mort k eti mi period iboiild 
never exceed die life of the a«et 

Amortisation for productive loans depends on die parti- 
cular circumstances of eadi case, and if die earning poi««r 
of an asset substantially exceeds the interest on tte ttebt, 
amortisation is not very necessary, thou^ it is sound and 
prudent to make amortisation arrangmnenta even for the 
most productive debt and relate them to the life of tlie 
revenue producing assetJ 

Repatrution op Debt 

Reduction of sterling obligations, which has always 
been before the government, has been going on from 1934- 
35 and in particular from 1937-38. Repatriation consists 
in paying off foreign obligations. If needed an equivalent 
amount in the national currency is issued in exchange. 
Hence while sterling debt has been considerably reduced, 
the rupee debt has increased. The Reserve Bank paid up 
and cancelled the sterling securities, and the holders were 
given cash or allowed to convert the proceeds into a rupee 
loan bearing a similar rate of interest and period of matu- 
rity at prices fixed from time to time by the Reserve Bank. 
Railway Debentures to the tune of £ 4j[ millions have beeti 
uid off as well as £ 9 \ millions for the Family Pension 
Fund. Since the outbreak of war in 1939 large sums ha\<‘ 
be<m repatriated and at present the repatriation of die whole 
of our sterling debt is in sigbt-^ Tlie advantage of internal 
debt as against external debt has already been pointed out. 
The criticism against government has been that they failed 
to embark on such operations earlier. 

Floating a Loan 

Many things have to be considered before a kum i^ 
floated, if die be^ results are to be obtained ; for a loan whidi 

1 . When hontwiitK is for the pwroae of making lau» to cohivstiys. 
etc., Umm the acntal rB t xwr r r ies of princqial arc a sort of anordsanoa 
, n oMd for that porfmac and if aU loaaea, etc. are writtcii oil to t e v eane- 
k Of millicns ootaundiafi on 91st March. 1937, a snn of £iM .3 
^ aaillioiw sn» tCfOpiated opto jist March, 1940, and it it eaiyrtrd 
that the ht^yteewiB he retired darint ^ Tear (iMS)- 
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Qoc sabt rib ed to in fidi cnals n slur on government*# |H«)h 
tige. Fbnt of all die amount of the loan must be nuMled 
upon. Urbi will <4>viou8ly depend on the purpose for whim 
the lomi is lequiredy wb^her for conversion or a large ca|d> 
ul project w for genersi purposes, but the amount of a km 
must not be too small. Sometimes, e.g. during war, the kaa 
iH open to subscription indefinitely. Then the next OMt* 
liideration will centre round the rate of interest, the date o£ 
maturity and the best time to float the loan. Loam 
are uaually floated in the “ off ” season when market 
c-unditions are easy, that is to say generally between 
June and September. Perliaps the most dil^ult thing 
about a loan is to fix the rate of interest, for unless the yield 
IS attractive enough there is little chance for the loan to 
succeed. The rate is fixed witli reference to market oondl* 
tions and the currency of the loan. A non>tenninable loan 
will carry a hifdier rate than a short dated one. The less 
tlie period of maturity the lower the rate of interest, so that 
on treasury bills the rate is, compared with the rate on other 
forms of debt, very low indeed. The rate also depends on 
the issue price and repayment value, for sometimes the loan 
ts floated at a discount so as to keep the interest rate on 
the same level as before ; sometimes at a premium with a 
higher rate of interest ; and very occasiniuiliy it is issued 
at a discount and repayable at a premium. The idea behind 
all these devices is to make the loan appear very attractive 
even though at bottom the yield is the same. 

There are three stages in the procedure for floating a 
loan : (a) the notification, (6) issue of instructions to trea* 
suries an^ sulv-treasunes, and (c) the progress of loan 
applicatkms and distribution of the loan scrip. The nottfi< 
cation is prepared by the Reserve Bank who advise goveni* 
ment oin all loans and float the loans for them. The amount 
and the rate of interest have to be kept in great secrecy, or 
they may have a disturbing eflfect on the market arising from 
the actum of qmculators.^ The notification is circulated to 
the Acdmutaiita General who will then advertise the loan 

t* Secret* is elt the toon tn aportant when the nsHoet in govermuot 

swvriyes is besi^ 
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IfaitnMliiiiiB to tnonviai t w* vwv ■»****"*»n* 
■» javcilm omude tbe Ug citieo »Mt opfily to nem W 
ft» loan. Apidicatiom may oome in vary iaM and AfCa 
llw loao will £• doted veqr toon, lime have been inrtanoet 
wbeie the Icnub was doted 6ve minutet after being tqpened. 

The Rete^ Batdk alto floats treasury bills for die gov- 
emroe n t Tbe tender tyrtem is adopted and govermneat is, 
Ibeiefore, in a position to secure the most favouraUe rates. 
Tenders are invited every wedc on a particular day. Then 
during tbe rest of the week, sometimes, treasury bilb are 
*on tap,* i.e. obtainable when wanted at three pies more 
than the accepted rate on tbe previous oflicial day. These 
are called intermediate treasury bills. 

AoMfNISnUTION OF PUBLlC DeBT 

The geneial control over public debt rests with die 
Fbiance Department, though the management is entrusted to 
dw Reserve Bank of India. Before the establishnmn of die 
Reamrve Bank the Central Public Debt Office, situated at 
Calcutta, was managed by the Controller of the Currency, 
and there were Public Debt Offices at Bombay and Madras. 
From October 1937 the Reserve Bank took over the 
administration of public deU from the Controller and exer- 
cised hit powers and functimu through the Manager of die 
Caleutta office. A fresh Public Debt Office was opened at 
Delhi. 

At the bennning of 1941 the Central Public Debt Office 
was transferred to B^bay, and the administration of loans, 
with a few ezoeptioiia,‘ was decentralised. So now there 
are four Public Debt Offices, at Bombay, Calcutta, Madras 
and Delhi and the Central Public Debt Section in Bmnbay 
it die adminbtrative agency exercising the powers under 
dw Securities Act. It manages tbe public d^ and main- 
taina the aooounta relating ther^. 

t. iLg. s% >910-44 Uaa. s% mt Bends, 3% I94(hi 3 Lou*- 
4% 1943 Bondt. 

t. Boukmy saves Bombay, the C.P. and ^id ; Cskntta senes Bengal. 
Bihar, Asmai and Onsw ; senes Uk Pw^ah, Uw U.P> a”° 
Uw N.W.FP. ; and Ifadras only its own province. 
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Hm Mm the R«Mrf« BmIc relale not mdy to iho 
HMe of new low ond tfooMuy kilb Iwt to poyoMott 
inioioil ond pr^pal, o^ to all other tub in oomMolioii 
vith the CM Mo li do tio n , divicion, cxMivenion, conoelletiQii end 
lenowol of aecaritiee, and with the maintenanoe of aocovntt 
and rogialm for the uroe. The Reserve Bank is also ^ 
sole agent for govenunent inveatmenU either from their own 
foods or fnmb managed by them. 

The Public Debt Office is in diarge of the Manager of 
the local office of the Bank, but routine work is attended to 
by an Accountant. The office is divided into a number of 
sections, eadi in diarge of a Superintendent. Among die 
sections are those dealing with forms and the renewal of 
certificates, the receiving of scrip, the examination of 
interest notes and notes presented for renewal, book debt, 
that is stock certificates, the accounts of the local office, the 
maintenance of central accounts relating to public debt, the 
issue of new loans and the verification of interest vouchers 
audited by the Accountant General so as to ensure that 
treasury payments are in order. Formerly most of the 
public debt work was done in the presidency towns, now 
a substantial and important f>art of the work is done 
by the treasuries, as the amount of securities held outside 
the large cities is considerable. 

Trends in Borrowing 

First of all borrowing is on the increase. The total 
debt in 1921 was half that what it is today. Borrowing in 
itself is not a bad thing ; and in India so many services have 
to be started to improve the lot of the people that borrow* 
ing is a stark necessity for development. What is re- 
quired tfam is to see that loans are not recklessly gone in 
for, and diat every effort is made to provide as much as 
ponrible from revenue, and that the schemes undertaken are 
of real value to the people. Further there must be arrange* 
meats made to provide for repayments of loans as they fall 
Seouidly, almost all Uie borrowing now is in mptm 
^*ith dm result that ezdiange is eased, * sterling bargee * 
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IHmiiWBwa, and ibe bitemt oi dw people ia the etdbUftf of 
foetomieot inoeMod. ThinOy, even tbe exioting eledii^ 
d^ IS being «aiioeUed and re^triated, so dial tbe btudeii 
of tntMest payments abroad is furtber decreased. There is 
even die prospect now of India em e rg in g as a creditor conn* 
try after tbe present war is over. Fourthly, tbe rates of 
borrowing have considerably lessened. Short term rates 
have with the establishment of the Reserve Bank definitely 
fallen, as seasonal stringency is now a thing of the past. 
Tbe rates for long term borrowing are also on a low level 
now. Fifthly, most of the debt of India being productive 
debt, the burden on the taxpayer is very small, if not nil. 
When railways pay their regular contributions to the general 
revenues there is even a small profit made on the debt. Most 
of the unproductive debt (about three-fourths of it or Rs. 250 
crores) was due to the war contributions made by India 
to the United Kingdom during the last war. WiUi the 
present war on, the unproductive portion of our debt will 
still further increase. Tbe end of Uie war will probably 
find US widi an unproductive debt that is tremendously 
swollen. 



CHAPTER XIV 


SOME GOVERNMENT DEPARTMENTS 

In tiiis duipter we with dep«rtineni» which call hr 
fiptxiiX tctataswwslL, the R«.d'Ka'f%, Iktesm SwS'- 

\ices, the Post* and Telegraph* and tlic Crown Repreaeitfa* 
tive’s Departments. The Railways present unique problenw 
both a* regard* organisstion and the budget The railway 
budget 1 * in dw first place separate from the general budpt ; 
secondly, it is in normal times usually larger than the 
general budget ; thirdly, ll»e railways possess an accounting 
system independent of audit ; lastly, they have in store many 
change* sanctioned by tl»c Act of 1935. The Defence Ser- 
vices account for nearly one half, at present owing to the 
Mar even more, of the expenditure in the general budget ; 
they have their own accounts organisation and are served 
by a special branch of the Finance Department ; they posses* 
an organisation spread all over tlje country. Ptwts and 
Telqpraidu) are a conunercial service with a large income 
and expenditure, with a special audit and accounts organisa- 
tion. The Crown Representative’s Department is a newly 
established one. Though not important it is still included 
to complete the picture of special government dcjwrtments. 


A. Railways 


The first fact to be noted about the railways as a deparV 
ment of the government is that they form the lar|^t state 
concern in India. The next is the diversity of the relation* 
betsreen the ^te and the railways on the sublets of owner- 
ship, m«nag »nn» ^ f and contTol. MoBt of the railway* belong 
to ^ state though not all are managed by it There are 
six railways that are owned and work^ by the state there 
•re three irfiidi are state owned but company managed.* 


1 . 

Z 


Vht G.I.P, N.W.. E.P. B B * C.I. and B.N. RaUway*. 
■n* A.S. and S.L Railway*. 



9|p flMAIICUi. AOMIHIfrtAIIOIN IN OfDIA 
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Hmw Aic'two faaportMit Unei* and odiera of tew inaqioyteiioe 
are owned and worked by omnpanies. Bui wbetber 
it own* and managea or not, the CoTermne^ of IikUa exer- 
daea certain goieral powera^ over die railwaya umler the 
Raihraya Act of 1890 ; and in additioo, undcar die provi. 
aiima oi contracts, detailed control over the managonent of 
all railways in British India gready exceeding die powers 
granted by that Act. Government hu also certain financial 
interests in all companies in British India and a preponder* 
atifl^ interest in moat of the railways of first importance. 

Hie diversity of conditions that now prevails in the 
different railways is due to their peculiar history. Lord 
Dalhousie introduced the guarantee system in 1854 and 
it was continued till 1860. Then followed many attempts 
to secure construction of railways on more favourable terms 
without the giving of a guarantee of interest. After 1880 
the necessity for rapid extension of railways led to the 
introduction of a modified guarantee system. The present 
arrangements provide for the termination of contracts by 
the SMretary of State on specified dates and on termina- 
tion the company's capital is repayable at par. The amount 
of capital sunk in railways by the government totals up to 
the coloSsal figure of 800 crores of rupees. 

Under the Act of 1985 railways have been classified 
as (i) minor railways, i.e. those railways wholly within a 
province or Federated State which do not form a continuous 
line of communications with a federal railway whether of 
the same gauge or not, (ii) Indian State Railways, i.e. those 
railways which are owned by a State and either operate<l 
by the State or on behalf of the State otherwise than in 
accordance with a contract made with the State by or on 
bdialf of the Secretary of State in Giuncil, die Federal 
Ciovenimmit, the Federal Railway Authority or any company 
operatii^ a federal railway, and (tii) Federal Railways, i.e. 
all o&er railways dian those included in (i) or (u). 

1. The B.N.W. sad Rotntkhsnd sad Kaomson Raihnys. 

2, Cf- iatpeetian hetore s line U opened for traffic, niea for safety of 
isiwman'i to the extsM « r e q a iring tae of particidar rnliiw 
stedt to be dbcoatmaed. c o n di ti c ni far nee of raa«iv or roBwa etocic. 



im MmifKiirr MMiTMiMn m 

Trk Kulwax Baum 

The oifaiuwtioa tkrou^ which the Gomneat of 
Indie eierctBee its control over milwsys it Bie Reiliinjr 
Boerd esusted Ipr the Railway Department. The Boud M 
at pieaent oonatituted oonaiata of a Chief o| 

Railwaya as the President, a Financial Conuniaatoner uid 
two mmnbera.^ The Financial Commissioner is the ren^ 
tentative of the Finance Department on the Board, the 
Board is assisted by a technicij staff of directors and de^jNity 
directors who attend to the different branches of worlt 
and are responsible lor the discharge of all but work of the 
highest importance. Hence the Board is free to devote itself 
to studying the wider problems of railway policy. 

To give the public an adequate voice in the manage* 
ment of railways a Central Advisory Council consisting of 
three official and thirteen non-official members was consti- 
tuted. Now it consists of all the members of the Rsilwsy 
Standing Finance Committee ex officio, one nominated oili- 
risl member, six non-official members chosen from a panel 
of eight elected by the Council of State from among them- 
selves and six more from a similar panel by the Legislative 
.Assembly. Tbis Council is a purely advisory bot^, which 
may discu» such important questions as may be placed 
before it by the Mem^r for Commerce,^ and make recom- 
mendations thereon. 

The Railwat Budget 

In 1924 the Legislatiiw Assembly by a reioltilioo 
Adopted the * Separation * Convoition^ by which the railways 
were aeparaled fitna the general hnancea of the country 
hodb in order to relieve the general budget of the Govern- 
meat of India from the violent fluctuatimis caused by the 
inoorporaticm tlier»>tii of the railway estimates and to enable 
the raBwaya to carry out a cootimums policy based on die 

1. Oas far staff tad the other far traffc. 

2. Mow ht the ytmiatx far War Traatport. 

^ Vm Agyea dU -IX. 



MiDCii^ ol makif^ « definilB eoatrSMOMa to geaeid neve, 
•ram on tbe money o K pended by die State on nuhreys/' 
Reilwayt were tiiei^ore required to make an amioal ootart. 
butkai adiidh was a first durge tm their nta reoeipto. This 
oontiibutKHi was fixed <ni the capital at charge of omnnier- 
cial lines at the end of the penultinute year plus IjSth of 
any surplus profits remaining after payment of the fixed 
rebim« subject to the condition that deficiendes of 
oimtribution in any year were to be made good in subsequent 
years and that therefore surplus profits could not accrue if 
there were any deficiencies outstanding. Ihe loss on 
strategic lines was borne by the state, and hence it was 
deducted from the contribution to be made every year. The 
surplus after deducting the contribution was transferred to 
a Railway Reserve ; but if the surplus was over Rs. 3 crores, 
then two'thirds of the excess over Rs. 3 crores w.i8 taken 
to die reserve and the balance to the general revenues. 
The Reserve Fund could be used for makiitg the 
annual contribution, if necessary, and to provide, also if 
necessary, for depreciation, for writing down or writing off 
capital and for strengthening the financial position of the 
railways in order to reduce rates or improve services. 

From 1931*32 the railway earnings fell so low that 
no contributions could be made to the general revenues 
from that year. Up to 1935*36 the suspended contributions 
amounted to Rs. 31 crores and loans from the Depreciation 
Fund to pay interest charges to Rs. 31^ crores. From 
1936-37, however, the railways again began to earn a 
surplus. By 1942*43 all arrears were wiped out and 
substantial sums over and above the required contributions 
were in future expected to be available to the genera) 
revenues. On 2nd March this year the Assembly by a 
resolution made certain changes in the convention of 1^4. 

According to the new aramgmnent the railways will 
puy for 1942^ a sum of Rs. 2.95 crores to die general 
revenues ovnr and above die current and arimr oontribidtons 
due iiiM|nr die existing oonventicm. Frmn 1943*44 die 
Buif^^uii railways firom ^^m^rrisl Iiuc b will h* f U^ied 
betamn ^ Radway TtSsi^e and the general revemas <m 
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A coaijdentiofi ol die relatite needs of each* Fw 194344 
25% ol the Mirplits wiU go to die lomier uid 75% to tbe 
Utter. 

As in die general budget, there is the division ol eiqwiH 
diture into voted and non>voted. The form of the railway 
budget, its ocmtents, the number of demands for grants, ete. 
are seized by the Railway Board in consultation with the 
Standing Finance Committee for Railways. The budgie 
estimates are divided into two fiarts, the standing budget and 
new items, and are prepared by the different railway admi* 
nistrations and other authorities empowered to tnoir 
expenditure for submission to the Railway Board. Each 
railway administration is divided into divisions, and hence 
the scrutinising authorities will be the divisional oflkers, the 
general managers and the Railway Board. The ways and 
means estimates for capital expenditure arc submitted to the 
Finance Department for necessary provision in the ways 
and means budget of tlie government. The capital pro- 
gramme and new items are then placed before the Standing 
Finance Committee for Railways* for their approval. Tbe 
complete budget, i.e. the demands for grants, the detailed 
estimates and the explanatory memoranda, is also placed 
before that committee a few days liefore being passed on 
to tbe two houses of the legislature. The legislative pro- 
cedure is the same as for the general budget. The Com- 
m erce Membe r introduces the budget in the Assembly, the 
Cllief~Commissioner of the Railway Board in the Council 
of State. Grants are distributed by the Railway Board to 
the different railway administrations and the subordinate 
authorities : tbe sums distributed are called allotments. The 
railway budget is on a cash basis like the general budget ; 
end so unspent balances lapse at the end of the financial 
year. The General Manager is empowered to distribute 
funds to his subordinates in such manner as he may consider 
most suitable, so tha t the sums allocated do not exceed the 
grant placed at his disposal. He usually keeps a sum un- 
•ffotted as a reserve for emergencies ti^t might arise in 

1. The Stsndhic Finuioe Coinniittet coo»i*t» of one nominated 

■■WBfcwofOTe i^iprnifilj who if the ChairnM^ and «l<v«n manbcfft 
dectMl hr the begitfative AweinWy from thdr body. 



ill M with «iMr i ef w tt iB a nte of Ae fowoEBOMBt, 

Al Rtilway Boofd tod Ae nStnf a dmini i rral kMi liave 
Aetr power* ol r^fqnoprietkm. Thejr mbo keqt witA 
over belaneee end Ae progroM ol zeoopts end eacpeaditare. 

FfNANCUL OtCAMHATION AND CoNTftOL 

Tbe bead of Ae AccotmU Department is designated as 
Financial Adviser and Chief AocotnNs Officer on state* 
manaf^ railways and as Auditor of Accounts or Chief 
Auditor or Chief Accountant or Chief Accountant and 
Auditor on company-managed railways. Subordinate to 
Aem are Ae accounts officers attached to dhrisions, woA- 
shops, stores depots and construction projects. 

The accounts organisation since 1929 has been 
separated from audit The Accounts Department of a 
railway is Aerefore responsible for (a) Ae internal check 
or audit of transactions wheAer of receipts or expenditure, 
(6) pixunpt settlement of proper claims agamst Ae railway, 
(c) Keeping of accounts, (d) helping the executive and 
adinmktrative officers wiA advice when required on all 
matters involving railway finance, and (e) seeing that there 
are no ^regularities in Ae transactions of Ae railways. 

Internal check is necessary before paying out moneys 
and Ais check, Aerefore, corresponds to Ae Aeck of an 
audit office, e.g. Aeck wiA reference to sanctions and orderi> 
by the executive auAorities, Ae instructions of Ae Finan* 
cial Gunmiaaioner and Ae Contndler of Railway Acooiuits, 
and Ae accepted standards of propriety. Hie railways pay 
into or withdraw from the Bank or treasury in lump sum. 
The aoooanis officers also assist m framing estimates, thoo^ 
the responsibility for them devolves upon the spending 
auAorities conommed. 

The aocoonts officer ads cm behalf Ae railway 
admiinatiatioii, and so his position as against Ae enaeotive 
auAmritiea k Aat of a friradly eritic. If he k naalile to 
aeoc^ mrdets as proper, he brings Aon to Ae nolaoe «l Ae 
emditive offieer ; and in Ae eueni of dknpeemeat h« may 
aak lor Ae deckkn of Ae 



tte|rfaMi|^ McoamiQg ofto» for all iialo.o«nMd cdO-* 

iftyt ia uMiia if Ae Goirtroller Raiiwwf Acoomti lAo 
fondiom diradly under tlw rmanctal CooBiiadomr. He 
if reaqiMafUik for the oompUatkm of die whole of the 
fceonitti rdatini to receipt* and expenditure ; he, dterelne, 
ifsue* iaetnietioas to the Chief Accounting Oficen idatii^ 
to the preparatton and 8ubmi*«ioo of returns and acoounla 
reipiired hf faiin. 

The method* of financial control are similar to 
for other service* of the government — revised estimate*, 
watching the progress of expenditure, monthly review* hy 
dccounts oflEkxrs, and so on. The railways are a commercial 
undertaking of the goventment and hence maintenance of 
accounts on a commercial basis is essential, showing in 
particular a proper allocation of expenditure between capi- 
tal and revenue. The general principles governing luch aa 
allocation are given in appendix X. 

The advantage of having the accounts organisation 
attached to the administrative department is seen very clesrty 
here, for the accounts officer not only keeps the accounts but 
assists very substantially in financial control. 

Audit is carried out by the Auditor General of India 
through a Director of Railway Audit who conducts* only a 
test-audit of the total transactions for the year. The Audi- 
tor General prescril>es the form of accounts required for the 
Gtmbincd Finance and Revenue Account*. Subordinate to 
the Director are the Chief Auditors of state-managed railways, 
the Chief Auditor of the Railway Clearing Accounts Offi^ 
and the Government Examiners of Accounts of the company- 
mana^d railways. These last have in addition the respon- 
sibility to safeguard the interests of the government umere 
*o<di interests are divergent from those of the companies, 
and to ^ extent, therefore, arc reprwentativto of fbe 
Railway Department. 

Tbe Federal Railwat AuTHORmr 

TW Act eonteiapletes such aa Authority in whom wffl 
vest the tapmisildlity for Ae edminiitntieii of railwtyt hi 

24 
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llw Aitlliority will oomist of sejcaapwnoM, one of 
•mhom will be af^iiited by ibe GooeinmHSeiiend in lut 
^focretion to be President Tbe Aathcmty will be nstiited 
by tbe lUilwsy Board. There will be also a Railway Rales 
Committee and a Railway TribunaL Wlwn tbe Authority 
is establi^ied the railway budget will no longor be subject 
to the control of the legislature. Only those items will be 
shown in the ^neral budget for which moneys are reoeiTed 
or spent by the government on capital or revenue account 
The federal executive will retain general powers of super- 
vision over the Authority. 

B. Defence Services 

The Defence Services at present are, and even when 
federation is established will continue to be, outside legisla- 
tive control, even though estimates pertaining to them may 
be discussed. 

Financial control in the Defence Services is exercised 
through three agencies, the Financial Adviser, Military 
Finance, the Military Accounts Department and the Direc- 
tor of Audit, Defence Services. TTie Financial Adviser i* 
the head of the Military F'inance Branch which is a part of 
the organisation of the Finance Department. Tbe Financial 
Adviser is a Joint Secretary to (Joveniment in the Finance 
Department and as such directly responsible to the Finan- 
cial Secretary and the Finance Member. He performs in 
relation to the Defence Services that which the Financial 
Secretary does in relation to civil departments. His func- 
tions are twofold : to assist the military authorities with 
advice for the expeditious disposal of their business and to 
maintain adequate watch over military expenditure, — to 
assist as well as to criticise. The object of the Military 
Finance Branch is to be in close and continuous personal 
touch with ike military administration and yet be suffi- 
ciently ind^lMndent of that administration. Ibe Military 
Hrandi is located entirely at headquarters, as die 
jli|uffiitration of die defence forces is higUy centralised. 
HwIPniajicial Adviser is assisted by a number of Deputy 
Pmtncial Advisers and Assistant Financial Advisers. 
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Tbe miituy Aocounte Deputment of whkli Oie MUi* 
laiy Aocooirtaiit Gooend is the heed is entirely undw the 
control of the Military Finance Branch. Though ^ Fin> 
•ncial AdwsCT is the Acootmting Officer for the Defence Ser- 
vices, the Military Accountant General functions on his be- 
half as regards the keeping of and internal check on military 
neoounts. The Military Accounts Department is also res- 
ptmsible for receiving and disbursing moneys on behalf of 
the Defence Services. 

The military accounts organisation is divided into dis- 
tricts ; a number of districts form a command. There are 
three commands, and the independent district at Quetta. 
At the headquarters of each command there is a Controller 
uf Military Accounts, who functions as a chief accounts 
officer and is subordinate to the Military Accountant 
COneral. In addition he acts as a Financial Adviser to the 
General Officer Commanding-in-Ghief of the command. 
The controllers prepare the estimates, keep the accounts, 
make payments, furnish the commanding officers with statis- 
tics for die purpose of controlling expenditure against allot- 
ments, and consolidate the accounts. The duties of a con- 
troller are those of a civil Treasury ()ffi<vr and an AoxiunU 
Officer of a province. 

The Military Accountant (General consolidates tlte 
accounts and prepares the appropriation accounts, and 
assists the Auditor General in the preparation of the Fin- 
ance and Revenue Accounts so far as the Defence Services 
are ccmcemed. To ensure a high standard of efficiency in 
the Defence Accounts Offices the Military Accountant 
General or his deputy acting on his liehalf periodically 
inspects these offices. 

Audit of the Defence Services is conducted by a Direc- 
tor of Audit, Defence Servit^s, on behalf of the Auditor 
General, lltere are four Assistant Directors of Audit, one 
at each command and one for Lahore and the Western Dis- 
tricts. There is an Assistant Audit Officer at Quetta. A» in 
the case of the railways the Director is only entrusted with 
^nltt dntiea and condut^ a t^t-audit for purpote- 
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Aflc bndfleC is p r e pa rad in tno pafts-~dM» tfukdiog 
Imdflet and new denuack. The no o win l i ng 
Mshte die edmhiistntiiw agencies in Ae prefianition oi the 
esttmates. The estiinates are prepared by the ddTerent unitt 
and formations, — at each unit there is an acoonnlant, sub 
ordinate to the controller. Hiey are then scrutiniaed and 
OMisolidated by the ocmtroller of a command. The Finaii- 
cial Adviser scrutinises thmn again and consolidales then 
for Ae whole of India. He consults Ae Financial Secretary 
to Ae Govemnient of India on questions where a new finan- 
cial policy is embarked upon. The system of control i» 
similar to that in oAer departments. 

C Pom sod Tckgrapbs 

We Aall consider only Aree points here : the general 
organisation of Ae department, the commercialisation of 
accounts, and Ae accounts and audit organisation, as olhn 
features are the same as in oAer departments. Hie PosU 
and Telegraphs Department is in ^arge of a Director 
General and is divided into a number of circles in charge 
of Postmasters General. Each circle has its postal and 
telegraph sides. 

Ffom 1936 budget control in Ais department has been 
decentralised, and so each circle prepares its own estimate, 
divided into standing charges and new items. It also watchr» 
Ae progress of revenue and expenditure against Ae estimates 
and grants, and takes steps to regularise all excess^ of 
expenditure. 

There is also a Financial Adviser, Posts and Tele 
graphs, idm is Ae representative of Ae Finance Depart- 
ment in Ae Posts and TelegrajAs Depaxtmem. Like the 
Financial Adviser, Military Finance, he assists the adminis* 
trative auAoirities m finandal matters sudi as Ae prepara- 
tion of the budget, watching Ae figures of revenue and ex- 
pendHure, ^c. He also scrutinises the departmental pro- 
posals on bdialf of the Finance Department 

ThokiiMealiarity of Ais department is that it has the 
imdoinlN^ anAt aeiirke atiadM BoA 
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seoouoAs ■od audit are under tke Auditor GenuraL Tbe 
idnai work is carried out by ttie Accountant General Ptwts 
uid Td^fraphs, at die centi^ office, awisted by four depu* 
tk». He compiles tbe accounts and audits tbetn. The ini« 
tial aooouids arc not kept at the treasuries but recordfxl 
departmentally. Receipts are deposited and withdrawals 
made in lump sum at a treasury or the Bank. 

The Posts and Telegraphs Department was reorganiMNl 
fnmi 1st April, 1925, on a commercial Iwsis and the changes 
made were (a) the institution of a capital acnmnt to show 
the value of die assets, (6) the institution of a Depreciation 
f und on a sinking fund basis built up from muitrihutions 
charged to tbe revenues of the department, (r) iIh* institu- 
tion of suspense accounts linked up with the main govern- 
ment account in which are recorded the transactions relating 
to the purdiaae and consumption of stores, and the iransac- 
tioos relating to manufactures, etc., undertaken in deparl- 
mental workshops, and (d) the opening of a head, in the 
government ledger, to show the true or commercial profit 
or IcMiS on the working of the department. It is in conse- 
quence of this that the department liears all charges for 
services rendered by other departments to it and ijHjeive* 
credits for services rendered by it to the other departments. 

Being a government department the net profit or loss 
merges into the general balances of government. However, 
the department receives a rebate on interest charge* in res- 
pect of any surplus that it may earn after meeting ail charges. 

The Post Office undertakes two banking fuiMHions for 
die government — in connection with savings bank deposits 
and cash certificates. These functions are tacked on to the 
postal department to lake advantage of its wide organisation 
*bkb spreads to every town and village in India. 

D. ‘nbe Crown JlepnKnistivr^s Department 

Hua dqpartment is divided into two parts' — the PolHi- 

«nd the Cmwn Finance Departments. The latter 
P*'^ia)re8 ffie badg^ and exerdses general financial coirtroL 
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Muiy financial powers aie» however, ddegatedl to tbe 
Political DepartmenL 

Tbe Crown Representative’s budget is a net one, i.e. it 
idiows the net amounts that must be paid over by the Central 
Government to the Crown Representative for the discharge 
of his duties. The Accountant General, Central Revenues, 
prepares the appropriation accounts and audits diem. 
Audit of the Crown Representative’s accoimts is a statutory 
obligation on the Auditor General, even though they are 
entirely separate from the accounts of the Central Govern- 
ment. The audit report is submitted to tbe Secretary of 
State. It has been arranged that the ‘ demands ’ of the 
Crown Representative will be shown in the demands for 
grants of the Central Government as an appendix tlmreto. 
Audit will apply the same rules and principles to the Crown 
Representative’s accounts as to the accounts of the federa- 
tion. The Crown Finance Officer watches the progress of 
actuals and tlius provides a safeguard against the Crown 
Representative drawing more than he has demanded under 
S. 145. 

The financial powers of the Crown Representative are 
conveyed to him throu^ Letters Patent. Thou|di he 
required by them to have prior consultation with the Seerr- 
tary of State on certain matters, audit, however, reoogni»>e<) 
no limitation to his authority. The Crown Finance and 
Political Departments derive their powers by delegation 
from him. 
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It was stated at the commencement of this book th^ 
the analysb of the Indian system of financial administration 
could be i^ardod as an illustration of budgetary princi|»let 
and as an application of budgetary procedure. Havim 
completed the analysis we must ask ourselves the queatioB 
whedier our system docs really conform to the principles 
and procedure considered in the first two chapters. In tiie 
main the answer is that it does. 

The Indian system, it has been remarked more than 
emee, is modelled on that of Uie United Kingdom ; and« 
therefore, shares all the merits (as well as the defects, for 
no human system can be perfect) of that system. It may 
happen of course that a particular practice, while securing 
an advantage on the one hand, may itself l>e the cause of a 
defect on the other ; consequently the test of a system is in 
the balance of its advantages over its disadvantages. For 
example, it is agreed among most writers that executive 
recommendation for taxation and fur ex|)enditure is a 
salutary practice as a safeguard against the extravagance 
and irresponsibility of individual meml)crs of the legiala- 
turc. In the French and American systems the worst abusea 
of * potk barrel ’ and * log-rolling ’ are rampant, because 
a member of the legislature has the privilege not only to 
move for the reduction or rejection of the estimates, hut for 
an increase of the provisions for items and even the insertion 
of new ones. On the other hand, as Henry Higgs has poiftfod 
out as a defect in the English system, the executive may go 
to the other extreme, and treat any suggestion for modifici>- 
tHHi of the budget estimates as an attack on the prestige ol 
the government and make it a test of confidence in the 
ministry ; and Aereby squash the resolutions of prtvalo 
**»cmbcr8. No party member wants a dissolution of Ao 
wiA all tl^ attendant expenses for a fresh electioa 
for sake of a few changes here and there. Yet 
on halanoe Ae rule that every appropriation and t a x aliaa 
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mmMOPe imut come from die executne hat peeved very 
|tenefici«) ; duit U vdiy ommI countries have now adopted it 

The Indian system conduces to both efficiency ami 
Mtmomyr II our system is the costliest, it is . due 
net to faults in the system but to extraneous lac- 
tote. The executive even today is very powerful 
and, dierefore, in spite of repeated protests from 
die public and the leftislalure, the salaries of the oMmbers 
•I the Services continue to be extremely high when com- 
pared with those of persons in the more humble walks of 
life. Nowhere in the world U there such a disparity, not 
even in England which has always had, in spite of its demo- 
o^atic form of government, an aristocracy in one form or 
other dominating its public life. As a provocation, as it 
were, to Indian opinion (he Act of 1935 retains the control 
of the Secretary of Stale over the Services, so that the Indian 
l^slatures are powerless to effect economy in this direction. 

The fact that we have limited s^li-govemment goes a 
long way to account for and explain many features of our 
system. The division of expenditure into charged and 
voted, die creation of reserved departments outside legisla- 
tive control, the control of the Governor General over finan- 
cial affairs specially in view of his responsibility for the 
credit and financial stability of the federation, the submis- 
sion of andit reports to the Governor General rather than 
direct to the le^slature, the power of the Governors and 
die Governor General to include sunts which they consider 
aeeessary for the discharge of their special responsibilities 
•—all th^ are the direct result of constitutioiial limitations 
peculiar to the stage of political self-government at which 
we are now. The removal of these limitations is not the 
twdc of the administrator but the statounan and the politician. 

AMteAer result of these limitations is that die merits 
nadoihdag our system ace ignored, oonacioudy or unoon- 
heeause Ae system has been aseocialed widi and 
dto pmrpoae of fo r tfae ri ng impariaUst ends. Many 
IWitiwii^js^hiA o th erw is e would have bemi appraekAad, are 
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oumkanied beeaiue of this onfcurtunsle dr^mstsnoe. Cs^ 
traliMtioii, for imtaiice, hat acquired a bad odour in l^k 
as hei^ aviated with control from Whitehall. But in 
adninMtration, at we taw in a previous chapter. oentmliM* 
tkMi is a virtue which is not ntily acquired. The U.SLA. 
and France are two outstanding examples where the dts* 
advantages of a lack of ceniralited control for unification 
and co>ordmstion have been apparent. In America espe* 
cially, diou|^ in 1921 the Budget and Aaxmnting Act wm 
pats^ to inaugurate a full Imdget sytlem, yet even today 
many features still remain to be introduced. To effect 
reforms is not easy ; for powerful vested interests have their 
stakes in the existing system. We in India are fortunate 
in having a fully centralised system. Ail that is necessary 
is to make use of it entirely for the benefit of the people. 

It is very important, nay essential, not to allow puli> 
tical disabilities and feelings to bias our judgment of tbe 
system of financial administration. Not Uiat there are no 
defects to be overcome and no improvements to Ite effected. 
But, token all in all, our system is one that has many 
advantages i and though modifications are necessary, they 
most be introduced with care and after due lonsideration. 

a 

To maintain the high standard of our system and even 
to improve it a double-sided effort is retjuired — from tbe 
adminiatration, that is, the experts who run the business of 
government, and from tbe ministers and members of the 
legialature who are the leaders and representatives of the 
people. From both an intelligent appreciation of the 
different features of the system is required. For unless 
there is appreciation there will be no zeal to preserve the 
good points of the existing system or to modify it in the 
right directions. The civilian, preoccupied widi tbe mul- 
tifarious tasks of daily administration, is apt to forg<^ the 
hraad {HTiaciplea in his desire to achieve immediate pra& 
Beal reauhs. With changing political conditiona^ hit 
poaBton ia rapidly undergoing a drastic transformation ; 
tnm hnbig Ae man hi power able to execute vdiat be ow* 
ndensd heat he k beemning the expert adviser of an 
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woeutive dtoien and responaiUe to a popularly elected 
Jttgpwlatture. Ha function dbanged and will <diaiige 
fiutfaer from one of dominatim to one of perBoaston ; but 
the belief a entertained that he will as ^k;ientJy discharge 
his new role as that in the past, (hi him will rest the great 
responsiblity to assist in preserving continuity of policy and 
financial traditions. The ministers and the legislature on 
their part in their overwhelming desire to carry out party 
programmes may forget the wider interests of sound finan- 
cial administration, and even consider financial checks as 
mere cogs in the wheel of progress, specially when there is 
so much nation-building work to be done. As things are, no 
keenness has been evinced in the provinces to advance finan- 
cial administration. There has been a distrust of the 
administrative personnel for the very reason that was pointed 
out earlier, that they have been considered a part of the 
imperialist regime, specially as control over the Services is 
in the hands of the Secretary of State. But a disregard of 
administrative prudence may end in disaster. Power must 
be used with discretion. The leaders of the nation must, 
therefore, rise to the occasion and rise above mere party 
politics. On them rests the responsibility to establish tradi- 
tions in legislature, to set a tone to public administra- 
tion and to educate public opinion in proper principles and 
practices. From every member of the legislature must be 
expected an understanding of at least the outline of financial 
administration. What the House of (Commons secured by 
slow growth the Indian legislatures must acquire without 
delay, consciously and wiUi full understanding. Public 
opinion is a great force but to be of use it must be well 
informed and built on strong foundations. Hence the need 
to acquaint the man in the street with that minimum of 
information on financial procedure which is neo^sary for 
him to cast his vote intelligently. 

The plea is therefore put forward here that political 
parties in the country should take more interest in the system 
of financial administration. It may be that die existing 
syatem will need to be modified to suit a federal form of 
goveniDienU But what is required is a deliberate effcMl to 
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flMiotaiii a MRiod syato. That is why h ku bem tkough 
neoessapr to b^n this study of the Indian systinn with a 
discasaion of the general principles and ptooeduie of finan> 
cial administration, ft is by teference to those principles 
and practices that the merits and demerits of our tytaen 
mast be evaluated, and by reference to them also 
introduced. 

ThCT again the parliamentary form of government 
within vrhidt suggestions for improvement have been made 
may have to give way. Signs are not wanting to show that 
perhaps the parli^entary system is not suited to India with 
its communal divisions and the minorities ({uestion. Hence 
the reference to first principles will be even more necessary, 
so that the new system may be effective in promoting b^ 
economy and efficiency. 

The merits which the Indian system possesses are 
derived from the model which has been imitated. In the 
preparation, voting and execution of the budget, the 
modifications so far introduc;ed have |>een neccssilattid by 
local conditions, e.g, the sire of the country and the cen- 
tralisation of previous decades. Advantage has been takim 
to dispense with ail the unnecessary formalities .and * out- 
worn customs ’ such as still continue in the House of Gwn* 
mons, e.g. the elaborate procedure in the GHnmitlees of 
Supply and Ways and Means and the further prmT-duFe in 
the house have been done away with. Demands for grants 
are straightaway discussed, and for formal sanction are 
included in a Schedule of Expenditure authenticated by the 
Chief Executive. 

But in the course of our examination we have also 
noticed certain drawbacks, the chief of which is the eont- 
bined system of audit and accounts. This is a problem that 
awaits solution, chiefly on financial grounds. Suggestions 
have been made in the text to mitigate some of tlw evils, 
^^bnously it is a matter which requires most careful con- 
sideration so that the cost of changes effected may not be 
undtily heavy. Certain general improveromits m our tma- 
«ial syMmu tie here Mgya^. 
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Id me fint i&oe Ae pontioa of Ae Finenoe De|NUi* 
menl in die adnunictntuw mnat be stiengIfaeiieiL TIuit 
deportment con tare os o trery efficient insDnimeiit of effi. 
eiency and economy. It has bera remarked how die 
IVeaWy has acquired sndi a prestige that it may reject 
proposals even without assigning a reason, leavii^ Ae 
burden of proving Ae necessity for a siAenie on tbe adminis- 
trative departments. WiA the introduction of provincial 
autimomy ministers, no doubt inspired wiA overpowermg 
seal and Ae best of intentions, have perhaps found a strong 
Finance Department irksome and as a check on Aeir ambi- 
tions. But Ais chedi is useful and necessary. A province 
can ill afford to commit itself in moments of its minis- 
ters* enAusiasm to policies whose later repercussions will 
tell on its finances. The Finance Department already does 
possess a certain priority or primacy ; what is need^ is a 
strengthening of the rules by healAy conventions and prac- 
tices. The Finance Minister's hands must be strengthened : 
for Ais it is essential Aat capable party men be appointed 
to Ais post. After all the Finance Department is not to 
be regarded as a brake but raAer an action regulator to 
see Aat Ae business of Ae state is conducted wiA due i^ard 
to total expenditure, as well as to securing efficiency and 
economy in the execution of individual proposals. 

On Ae subject of estimates it was mentioned earlier 
Aat Ae Finance Department, while it took great care to 
scrutinise new items, allowed standing charges to pass off 
wiA a much lighAr examination. In Ais way expenditure 
on objects once essential but now superfluous may be con- 
tinued. The device of an Elstimates Conunittee has been 
fsonsidered and found wanting. Even if certain modifica- 
tions 8a(Q;e^ed are followed it will still have certain defects 
e^i;. it will not be able to review all expmiditare together 
hut only Aat relatii^ to some departments or heads of 
anootmta eveory year. The result is Aat owing to changes 
in the composition of the committee and to a ladit of tn^ 
lear q pect w iB, wfakh is essential fior correct evaluation of Ae 
mffinteni services, Ae Estanates Conmiktee is inadeqaate. 
fuiAer, once a dqMurtin«it has been mmniined by Ae 
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cutunMbeCt it veonvn • stiit of eertificole to tn 

iUte lor • long time. My len yeen or more. Ifot tm you* 
19 too long • sbretcfa to allow tfaings to vUtgiMte. Review aadl 
invo^gation must be more frequmiL 

The ideal would be to have a small department diiectly 
under the legishiture working all the time (or eaamim ng 
and reporting in detail on different departmenia after the 
faditcm of business efficient eicperts. But such a device 
will be costly and worse still resented by the execuii'ra as 
an encroachment on its privileges. The investigating body 
will then either descend to mere generalities, useless for 
practical purposes, or liecome critical of the administration 
and be considered an encroachment. Hence this method 
does not commend itself for acceptance. 

But the executive can have nothing to nay to Uie appoint' 
ment of a Select Committee of the legislature to go into the 
question of organisation and expenditure comprehensively, 
carefully and at not very long intervals — a sort of peritidi' 
cal visitation of the administration hy the legislature. 
During periods of stress Economy and Relremliment Com- 
mitlecs are appointed, but the haste and pressure under 
which they work is not conducive to careful examination or 
sound judgment. A Select Committee for a comprebenaive 
inquiry at intervals of say three, four or five years will 
correct Ae defects of the proposed E-stimates Committee 
and Ac one-sidedness of a Retrendiment Committee. The 
committee must receive Ae whole-hearted ctHiperation of 
the Finance Department and the audit authorities. If the 
Fioan<% Department is strengAened, the task of the Select 
Committee will bear more fruit 

Cha Ae working of the Public Acoounts Committees Ae 
Audits General has passed very favourable comments. It 
nunaiu Aen to stieni^ben these committees. The chaimMUi 
should not be tim Finance hfember or Minister but iHl TiBlSfc w 
»f Ae QpfioMttoB os in England. It is wrong in piinc^fe 
^ one Moi Ae seme person to be boA judge and aemised. 
*lVe finance Ifnuater ha* Ae reapontibility lo enforce eon* 
tttHBy. Audit Isveatigales all breadbea of legttlnrity «mI 
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m ro | » i dly . The ]»o|m’ tjAere of aedvity lor l&e Fiaance 
iUnisUar, like the AudibH- General, is to assist die ocmuBit* 
tee in hringinf offoiders in the departments to book. 

As for the personnel of these committees, more interuit 
is needed mi the part of members to avail themselves of die 
opportunity to enforce economy and efficiency. At present 
it appmirs that just a few members take a real interest in 
their task. In England prominent men have sat on the 
committee and thus contributed to its prestige. (Another 
instance of healthy conventions ! ) We need a similar con- 
vention in India. If only the fine lead given by the late Mr. 
S. Satyamurti in the Central Public Accounts Committee is 
followed, the prestige of such committees will rise appre- 
ciably. In the provinces, however, it is regrettable that the 
provincial ministries did not attempt to introduce conven- 
tions which have done so much good elsewhere. 


For better control of revenue a change in the Provincial 
Finance Department has been advocated. At the centre the 
Finance Department is responsible for revenue collection 
which is carried out by the Central Board of Revenue. In 
the pro vipce s there is a separate department for the purpose 
and it is advisable to replace it by a Board of Revenue 
within thb Finance Department. It has been argued that 
the Finance Department should on no account be a spend- 
ing department and that to place the revenue collecting 
agencies under it would be to make it responsible for a 
large amount of spending. Admittedly it is a great merit | 
for the Finance Department to be freed from spending. ' 
But even more important is the balance between revenue ^nd 
expenditure. It is the department whidi gets llie money that 
kno#i the importance of retrenchment. Further a Revenue 
Department not being a spending department in the strict 


sense of the word is usually not subjected to as much scru- 
tiny as the other departments ; so that making it a part of 
the Finance Department would not result in a less^ing of 
omtrol over expmiditure. Besides, by granting, jbe-fioard 
a Jerye ^^Bure of aut onomy, the Finance Department proper 
TiiBl^ ||W He to exercEBS due control over erqiendiUire in an 
qptrit. 
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the book we have been faced by 4e brat 
that the powers of the legislatures are limtied by the ocm* 
stitution. But die dawn of independence cannot be long 
delayed. Hence the imperative for the ministen and 
the legislatures to pay more attention to conventions and 
pracdees that will stand in good stead hereafter. If there 
is one point more than any other which emerges from a 
study of financial administration it U this, that no matter 
how well designed the system, the spirit in which it is 
worked, the qualities of the personnel and the traditions 
that have been formed through conventions and customs 
are of greater consequence. We have to learn much from 
other countries ; from what they have done and still more 
iroBQ what they have failed to do. 
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extract from the government op INDIA 

(AUbrr AND ACCOUNTS) ORDER, 19)6 
II. The Auditor General of India 
(i) OMiditiont of Service of Auditor Geocnt 

3. The uUry of the Auditor (knerat shall be at the rate of liify 
thousand rupees per annum. 

4. The Auditor General shall on his appointment give to the 
(kveriior General an undcruking that he will not, after he has ccsihI 
to hold his ofBce, accept any employment in the service of a load 
.nithority or railway company in India, or of an Indian State or Ruler, 
or, save with the previous consent of the (iovrrnor (kncral in hit 
discretion, any other employment in India. 

4. The Auditor General may at any time by writing under hit 
hand addreised to the (mvernor (Jeneral resign his oflke. 

6-10. (These refer to the retirement, leave, pension and allow- 
anres of the Auditor General). 

(ii) Duties and Powers id Auditor General 

n. (1) Subject to the provisions of this paragraph, the Auchtor 
fkneral shall be responsible for the keeping of the accounts of dte 
Federation and of each Province, other than accounu of tlse Federaliois 
relating to defence or railways and accounts relating to transactiom in 
the United Kingdom. * 

(3) As respects accounts of the Federation, the (iovernor Genend, 
exercising his individual judgment, and as respects accounts of a 
Province, the Governor, exercising his individual judgment, may, 
after consultation with the Auditor (kncral, make provision by rule* 
for relieving the Auditor General from responsibility for the kcepu^( 
of tltt accounts of any prticular service or department. 

(3) The Governor (kneral, exercising his individual judpteutr 
ntay, ijber consultation with the Auditor General, make provision bf 
rultt relieving the Auditev (kncral from responsibility for keeping 
accounts of any particular class or character. 

(4) The Auditor General shall, from the accounts kept by him 
and by the other persons responsible for keeping puUic accounts* 

in eadi year accounts (including, in the case of accouMS 

by him, appropriatioo accounts) showing the Mnudl reoeipo 

didNusements for the purpoaes of the Federatton and eadj 
under the respective h en b thereof^ Md chill 
ttihniH thoM accounts to dte Federal Govemroeot or, as the case uuiT 
be. 10 tiui GomLt d the iWnce <» such da» 

*be coac w CTc a at of ^ Govcmioem coocetiicd, dccemuiie. 

25 
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(5) Notind«tMMliQg asTiiuiif in tliis |iui^pn|ih, the Aadbor 
Gco^ than comply any gmetal or ipedy onion of llio Gov. 
cnor General or, a* the care may be, a Governor n to the head 
of account under which any fpeemd tiamactioo or trantarricim of 
any specified class is, or are, to be indnded. 

In issuing any such order as aforesaid the< Governor Genera] or 
Governor than exercise his individual judgmem after consulting the 
Auditor General. 

la. It shall he the duty of the Auditor General to prepare 
jumually, in such form at he with the concurrence of the Governor 
General rtuy detcrmiiK, and to submit to the Governor General a 
General Financial Statement incorporating a summary of the accounts 
of the Federation and of all the Provinces for the last preceding year 
and particulars of their balances and outstanding liabilities, and 
containing such other information as to their financial position as the 
Governor General may direct to be included in the Statement. 

13. (1) It shall be the duty of the Auditor General 
(i) to audit all expenditure from the revenues of the Federation 
and of the Provinces and to ascertain whether moneyi 
shown in the accounts as having been disbursed were 
legally available for and agplicablc to the service or purpose 
to which they have been applied or charged and whether 
^khe expenditure conforms to the authority which governs it; 
(iQ^jto audit all transactions of the Federation of the 
/Provinces relating to debt, deposits, sinking funds, advances. 
/ suspense accounts and remittance business ; 

(fit) to audit ail trading, manufacturing and profit and loss 
‘ accounts and balance sheets kept by order of the Governor 
General or of the Governor of a Province in any depn 
ment of the Federation or of the Province ; 
and in each case to report on the expenditure, transactions or accounts 
so audited by him. 

(3) The Auditor General may, with the approval of, and shal! 
if so required by. the Governor General or the Governor of am 
Province audit and report on 

(i) the receipts of any department of the Federation or, « 
the case may be, of the Province ; 

(ii) the accounts of stores and stock kept in any office ot 
department of the Federation or, as the case may be, of 
the Province. 

TTk Governor General or the Governor of a Province may aftet 
conwhatioD With the Auditor General make regulations widi respect 
to the conduct of audit uiukr this sub.panigra(di. 

(3) -This paragraph shall not apply to accounts transactions in 

United Kmgaoni, and the powers and dudes of the Auditor 
with zespect to die accounu relating to such transacdosu shall 
qMcified in section one hunched and seventy of the Act. 
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14. If iIk Covenur Genenl ftppointt u imfepeofknr dfioer to 
sodii l anc twitt to eueoditun; accorded by the Autotor Gtnetai, iht 
Auditor Gcoenl shall produce ior impectioa by that officer ail bw li* 
and odicr docunBcmt relating thereto and give him such ioformatiao 
$B he may require for the purposes of hit audit. 

15. It shall be iIk duty of the Auditor General, to far as the 
accounts for the keeping of which he is responsible enable hun so 
to do. to give to the Federal Government and to the Goverttment 
of every Province such information as they may from time to time 
require, and such assistance in the preparation of their annual fiitan ci al 
sutanents as they may reasonably ask for. 

j6. The Federation and every Province shall 

fi) supply to the Auditor (Tcncrai free of charge the annual 
Budget estimates of the Federation or of the Province and 
any other publications issued by a department of the 
Federation or of the Province which he may require for 
purposes connected with his audit functions, and 
(ii) give to him such information as he may require for the 
preparation of any account or rc^iort which it ts his duty 
to prepare. 

17. The Auditor General shall have authority to inspen any 
office of accounts in India which is under the control of the Federation 
or of a Province, including treasuries and such offices responsible for 
tiK keeping of initial or subsidiary accounts as submit accounts to him. 

18. The Auditor General shall have authority to require that 
any books and other documents relating to transactions to which his 
duties in respect of audit extend, other than books or documents 
which arc in the United Kingdom, shall be sent lo such pbre as he 
may appoint for inspection by him ; 

Provided that, if the Governor General or the Governor of a 
Province certifies that any such hook or document is a secret hook 
or document, the Auditor General shall accept as a correa sutement 
of the facts stated in that book or document a statcnwni certified as 
correct by the Governor General or, as the case may be, by the 
Governor. 

19. Anything which under this Order is directed to be done 
by the Auditor General may be done by an officer of hii depanment 
authorised by him, cither getterally or specially : 

Provided that except during the absence of the Auditor General 
00 leave or otbcnviK, an officer shall not be authorised to submit on 
hit guy report which the Auditor General is required by the 

Act to mbmit to the Secretary of State, the Governor General or 
die Goweroor of a Province. 

III. Th* Auditor of Indian Home AceounU 

ao. (t) The Auditor of Indian Home Actmioa (herea feer 
das pasapa^ referred to a* “ the Auditor ") shall, under ibe gKJfellW 
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H^ciraiiiaKknee of die Attd^ Genenl, audit the a c c at mtt of taocK. 
dMii in ^ Unted Kingdom aflectiog the r cm nuei of the P e dera t i an 
or of any Province. 

(3) In dticharging his functions under diis paragraph, the Aodter 

diaii examine audit the accounts, indwhng appropeiatioo 

accounts, of the receipt, expenditure and disposal in the United King- 
dom of all moneys, stores and other propeny due to, or held for tte 
purposes of, the Federation or any Province, and shall report on those 
accounts and, if he is satisfied as to their correctness, shall certify them. 

(^) In order that the Auditor’s examination of the accounts of 
accounting authorities and persons may. $0 far as possible, proceed 
pari poitu with their transactions, he shall have free access at all 
convenient times to their tiooks of account and to the other documents 
relating to their transactions, and may require them to furnish him 
from time to time, eitlier at regular intervals or when called upon, 
with accounts ol their transactions up to such date as he may direct : 

Provided that, if the Secretary of State, or the High Commissioner 
for India, certifies that any such book or document as aforesaid is 
a secret book or document, tisr Auditor shall accept as a correct 
statement of the facts .-ippearmg in that book or document a statement 
certihcd as correct by tlie Secretary of State, or as the case may be. 
by the High ('oinmissioner. 

(4) As respects any matter for which no provision is made by 
the Act or by this Order, the Auditor shall comply with any rules 
which may be made for his guidance by the Governor General 
acting in his discretion. 

2t, TTte provisions of the last preceding paragraph, except in 
so far as vhey relate to appropriation accounts, shall apply in relation 
to transactions in the United Kingdom affecting the revenues of the 
Federal Railway Authority as they apply in relation to such transactions 
affecting the revenues of the Federation. 
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REGULATIONS FOR THE CONDUCT OF THE 
AUDIT OF RECEIPTS AND OF STORES AND STOCK 
ACCOUNTS UNDER PARAGRAPH 13 (a) OF THE 
AUDIT AND ACCOUNTS ORDER 

(i) Regnlatioiw htr the Conduct ol the Audit of Seeeipt* 

I. It is primarily the respousibility of the dquirtmcntal 
dpteFMKt to see that all revenue, or other debts due to Govenmieot, 
have to be tncHi^t to account, are correctly and jxompdy 
'j|iiirriird, realtscd and cremted to the public account and tmy mveitip' 
by Audit outst be so conducted as not to iaterhae with executive 
ijigNWMibaity. And it shaU. however, teve power «o n a mi ae the 
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ajiuirnfii irf die turns brou^t to accoum in rt s pect of nediKs of* 
any dcputment in nich muutcr and to toch an w may be 

(ietennuMd by Gowomcnt to consultation with the Aeemintant 
CknenL 

a. In conducting the audit of receipts of any Government 
deparonenc the chief aim should be to ascertain that adotpsaie 
rqpiladoas and procedure have been framed to secure an effective 
cbm on the assessment, colkctioo. and proper allucatttm of ressatue* 
and to see by an adequate detailed check that any such regulatioot 
and procedure are being observed, in the audit of receipts ordinarily 
the general is more important than thr (lariirular. 

In die audit of receipts it would be necessary in the case of a 
department, which is a receiver of public money, to ascertain what 
(.hroks arc imposed against the commission of irregularities at the 
sarious stages of collection and accounting aiul to suggest any afipTO' 
prtaie improvement of the procedure. Audit might, for instance, 
suggest in a particular case that a test inspection should be carried 
out by comparing a sample set of receipt counterfoils with the rccn)ii< 
actually in the hands of the lax-jsayers or other debtors, the results 
of such an insficetion being made asailable to Audit. 

In no case, however, should inde[)endcnt enquiries be maiW- 
among the tax-payers or the general public. Audit should confine 
Itself to calling upon the Executive to furnish necessary information 
and, in cases of difficulty, it should cottier with the Adminislrativr 
authorities concerned as to the best means of olwaining iIk- evidrnce 
which it required. 

4. The audit of receipts should lie regiii.Med inamly with 
reference to the statutory provisions or financial rules or ordirs which 
may be applicable to the particular receipts involved. If the test 
check reveals any defect in such rules or orders ilic advisability of 
amendment should be brought to notice. 

Ft is, however, rarely if ever the duty of Audit to question an 
authoritative interpretation of such rules 01 orders, aiul m no case 
may audit review a judicial decision, or a decision given by an 
Administrative authority in a ludicial capacii). I’his instruc- 

tion does not, however, debar an auditor from bringing to notice any 
conclusion deducibic from the examination of the results of a number 
of such decisions. 

5. Where any financial rule or order applicable to thr case 
prescribei the scale or periodicity of recoveries, it wdl be the duty 
of Audit to see, as far as possible, that there is no deviation without 
proper audsmity from such scale or periodicity. When this check 
ronnot be exercited centrally, a test audit may be conducted at local 
■oqtections, the aim being to secure that disregard of rule or defo^ 

peooeduxe aro not such as to lead to leakage of revemic 
t h a n to see that a particular debt doc to Government was not realised 
at d or 00 due date. 
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Ordimrilf Audit wiQ tee that no M not m tt due to Gow e rmuu u 
■ft left outctandine on in books without sufficient leaton. Audit 
wUl continue caieniUy to watdi such outstandings and wggest to 
dnartmental authori^ any ftasibk means m ffietr feco wi y. 
Wnenem any dues appear to be irrecoveraUe, ordcn their 
■djusttnent diould be sought. But unless permitted by any rale or 
order of a competent autlmity no sunts may be credit to CSovcro. 
ment by debit to a suspense bead ; ciedit must follow, and not 
precede, actual realisation. 

7. The procedure prescribed by the Auditor General for 
raising and pursuing audit objections in relation to expenditutc, 
including powers of Audit Officers to waive recovery of Government 
duet under certain conditions, shall apply mutatis mutandis in respect 
of audit objections on any accounts of receipts. 

(ii) Reginlatiofu for the conduct of Use Audit of Stores and 
Stock Acconnti 

I. The audit of stores accounts kept in any office or department 
of Government shall be directed to asccruining that the departmental 
regulations governing purchase, receipt and issue, custody, condemns 
tion, tale and stock-t^ing of stores are well devised and properly 
carried into effect, and to bring to the notice of the Government any 
important deficiencies in quantities of stores, or any grave defects 
in the system of control. 

a. As regards purchases of stores, Audit will sec that 
(i) these arc properly sanctioned, are made economically and 
in accordance with any rules or orders made by competem 
' authority for purchase of stores required for the puUic 
service ; in particular when stores arc purchased from 
contractors the system of open competitive tender it adopted 
and the purchase is made from the lowest tenderer unless 
there are recorded reasons to the ctmtrary ; 

(ii) the rates paid agree with those shown in the contract or 
agreement made for the supply of stores ; 

(iii) certificates of quality and quantity are furnished by the 
passing and receiving Government servants before payment 
is mt^, except where the contrary is allowed by the 
rules Government regulating purchase of stores ; and 

(iv) purchase orders have not been split up so as to avoid the 
necessity for obtaining the sanction of a higher authority 
required with reference to the total amount of the orders. 

Audit may cali attention to cases of uneconomical purchases of stores 
aitd to any losses, which may be clearly and definitely be attributed 
to^ the tkl^v« or inferior nature of stores which were accepted and 
certified to be utisfactory in quality. 

1. Audit ffiould ascertain that the accounts of recciptt of stoso 
wheni»’ purchased, or odierwiae obtained, and of ffictr issues 
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ybaoa «tt comcdjr maimaiaed. Wbere a teak hat Imn 
by Gowonieot or odter authority for issue of stoita of any 
kind, it rfwoid be SCO! that the teak is not exceeded. 

4. Stares, in many cases, fq)rcsent a locking up of capital* 
which is not justihabk unkw essential. In order to e^ enom 
to this direction Audit will see that the balance in h«n*j <kNa not 
exceed the maximuin limit prescribed by competent authority and 
]* not in excen^ of requirements (or a reasonable period. 

5. The accouiitiag for and maintenance of unKrvkcabk itaiea 
which cannot be utilised by the department in whose custody they aiC 
kept involve waste of labour and space. The retention of storea in 
excess of the probable requirements of the department in the near 
future may result in loss to Government through dctcnoratioo. Audit 
will, therefore, see that measures arc uken to survey, segregate it«d 
consider the disposal of unserviceable surplus and obsolete stores in 
accordance with the procedure prcKribcd by Government in thia 
behalf. 

6. It is an important function of Audit to ascertain that the 
articles arc counted periodically and otherwise examined to verify 
the accuracy of the quantity balances in the books. Audit shall not. 
except when specially authorised to do so, assume rcspoiuibitity for 
the physical verification of stores, but it has the right to investigate 
balances of stores, if any discrepneies in the stores accounts suggest 
that such action is necessary. Audit has, however, to see that a 
ccitihcate of verification of stores is recorded periodically by a 
responsible authority, that the system of verihration adopted by the 
Executive is adequate and proper, that diKrepncics found on stock* 
taking are properly investigated and adjusted and that,* wherever 
possible, the staff responsible for the verification is independent of the 
staff which is responsible for the physical custody of the stock or for 
keeping accounts of it. It should also be seen that, wherever pracu- 
cable, verifiers of stock work directly under the control of Government, 
and not under the heads of individual deprtments. 

7. Where a priced account is maintained, Audit will see that 

(i) the stores arc priced with reasonable accuracy and the 
rates initially fixed arc reviewed from lime to time, are 
correlated with market rates and revised where necewary ; 

(ii) the value accounts tally with the accounts of works and 

of departments connected with stores transactions ; that the 
total of the valued account uUks with the outstanding 
amount in the general accounts ; and that the nutnerkil 
balance of stock materials is reconcilable with the total 
of value balances in the accounts at the rotes applicable 
to die various classes of stores ; and ^ 

(iti) *tepi are taken for the adjustment of profits or losses due 
to revahiatioo, stock-tdeing, or other causes, and tw 
these are not indicative of any serious disregud of nuBS, 
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$, The proeedwe for the rondoci of andit ol any Mom and 
aMdi accoa n ti and the cstest to whkdi dioae accounts shoutd be 
oumiaed by Audit will be such as may be agteed upon b e t uw cu the 
Gownunent and the Accountant GenetaL 

9. The procedure ptcscribed by the Auditor Generd for raisii^ 
and pursuing audit objectiont in relation to expenditure shaQ geoeraily 
rqiply in respect of audit obiectkms on any accounts of stores and 
stock. Where necessary separate rules of procure sludi be laid down 
by the Accountant General with the concurrence of the Government. 


APPENDIX m 

EXTRACT FROM THE DEVOLUTION RULES ISSUED 
UNDER SS. 45A AND 129A OF THE ACT OF 1919 
Finance Department 

36. (1) There shall be in each Governor’s Province a Finance 
Department which shall be controlled by a nrember of the Executive 
Council. 

(a) Immediately subordinate to the member there shall be .1 
Financial Secretary, with whom shall be associated, if the Ministers 
M desire, a Joint Sccteury appointed by the Governor after consulta- 
tion with the Ministers. 

(3) The Joint Secretary shall be specially charged with the dutv 
«f examining and dealing with fiiuncial questions arising in rcbtion 
to transferred subjects and with proposals for taxation or borrowing 
put forward by any Minister. 

* Functtoas of Fituuxe Depurtmem 

37. The Finance Department shall perform the following 
fooctiont, namely : — 

(a) It shall be in charge of the account relating to loans granted 
by the Local Government, and dtall advise on t^ Bnandal aspect 
of all transactions relating to such loans ; 

(b) it shall be responsible for the safety and proper employment 
of the famine insurance fund ; 

(c) it shall examine and report on all proposals for the inaeasc 
<a reduction of taxation ; 

(d) it diall examine and report on all proposals for borrowtag 
by tlw Local Government ; shall take all steps necessary for the purpov 
cd raising sudi loans as have been duly authorized ; and shall be in 
charge of all matters relating to the service of loans. 

(e) it shall be respoiuiblc for seeing that proper finsmcial rules 
arc^lruned for the ^dance of other (kpartmeots and that suitable 
accounts are maintained by other departments and cstaUisfamcsiis 
adbordfoate to them ; 

(f) k diaQ prepare an e^iiDate <d the totd receipts vad dssbu^ 
ownts of the proviW in cadi year^ and ddU be respoanUe duri<% 
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the |i«v to watching the ,u.e at the Local Gwttmmt't balancM*; 

(#) ® cooncctioo with the budget and with mopianciitaiv 
dtuiuner— j 

(i) It ih^ prepare the itatemcnt of cttitnaled irvoilac and 
cxi^iture which is bid before ihe Legubove Coundl in 
each year and any supplementary cuimatct or demands to 
exceu grants which may he submitted lo the vote of the 
Council ; 


(ii) for the purpose of such prcparalmn. it shall obuin from 
the departments concerned maienal on which to b^ its 
estimates, and it shall be responsible for the correctness of 
the estimates framed on the material »o sup(>|ied ; 

(iii) it shall examine and advise on all schemes of new 
expenditure for which it is proposed to make provision in 
the estimates and shall decline to provide in the estiusaics 
for any sebettK which has not been so examined ; 

(ji) on receipt of a report Irom an auilit officer to the effect 
that expenditure for which there is no sufficient sanction is being 
incurred, it shall require steps to be taken to obtain sanction or that 
the expenditure shall immediately tease ; 

(i) it shall lay the audit and appropriation reports licfotr the 
lommittce on Public Accounts, and shall bring to the notice of the 
committee all expenditure winch has not been duly authorised and any 
financial irregularities ; 

(j) it shall advise departments resfvinsible lor the collection of 
revenue regarding the progress of collection and the iikiIioiJs of 
collection employed. 


Powers of Finance Department Regarding Reappropriation 

(i) After grants have been voted by the legislative Council — 

(a) the Finance Department shall have [x>wrr to sanaion any 
reappropriation within a grant from one nu|or, minor or lutiordinale 
head to another ; 

(b) the Member or Minister in charge ol a depmnent shall have 
power to sanction any reappropriation within a grant between heads 
subordinate to a minor bead which docs not involve undertaking a 
recurring liability, provided that a copy of any order sanctioning 
such a rcaj^ropriation shall lx- c<»nmunicated to the Finance Deport- 
ment as soon as it is passed. 

(a) The Finance Department shall have power to sanction the 
slclcgation by a Member or Minister to any officer or class ofikers 
of IB* power at reappropriation conferred on such Member or Minisler 
Ijy clause (i)(b) above. 

(3) Copies of orders sanctioning any reappropriation which <tos 
m* require the sanction of the Finance D^rtmrnt shall he 
t^mnmiinicated to that department as soon as such orders are pumd. 
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AFTENDIX IV 

EXTRACT FROM THE INITIAL. AND SUBSIDIARY 

ACCOUNTS RULES. ISSUED BY THE GOVERNC» 

GENERAL UNDER PARAGRAPH ii (3) OF THE 
AUDIT AND ACCOUNTS ORDER 

3. The Auditor General of India from the date these rules come 
into force shall be relieved from the responsibility for keepii^ accouius 
of the undermentioned class or character : — 

(a) Initial Accounts required to be kept in treasuries ; 

(b) Initial and Subsidiary Accounu that may be required to be 
kept in any office or department of the Federation, or, as the case may 
be, of any Province ; 

(c) acounts of stores and stock that may be required to be kept 
in any office or department of the Federation or ^ a Province hf 
orAtr of the Governor General or of the Governor of the Province ; 
and 

(d) Trading, Manufacturing and Profit and Loss Accounts and 
balance sheets and any other subsidiary accounts that may be required 
to be kept by order of the Governor General or of the Governor of 
a Province in any Dejnrtment of the Federation or of the Province. 

4. Nothing contained in Rule 3 shall be construed as derogating 
from the authority of the Auditor General of India — 

(a) to require any treasury, office or department keeping initial 
or sulmdiary accounts to render accounts of such transactions as are 
included in them to the audit and accounts offices under his control 
on such dates as he may determine ; or 

(b) to prescribe the form in which such accounts shall be rendered 
and in which the initial accounts, fr(»n which the acounts so rendcied 
are compiled or on whiih they are bated, shall be kept. 


APPENDIX V 

EXTRACT FROM THE AUDIT CODE REGARDING 

THE ALLOCATION OF EXPENDITURE BETWEEN 
CAPITAL AND REVENUE 

33. It should be borne in mind that the decision whether 
expenditure shall be met frtMn current revenues or foom borrowed 
moneys rests with the Executive aua _ ijh|c Legislature. It is, however, 
the duty dF' Audit to bring to notice occasions cm which the classifi- 
cation of expenditure between revenue and capital or its distributioo 
between eonent revenues and loan funds appears to be contrary to (hr 
dicta^ of sound and prudent financial admmistratioo. The principles 
t^on whids such criticism should be based are deacribed in ^ 
Mbiwiag Ardetes. 
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34. Ctifr l caqindituic may be braatfiy defiaed w rtpMilitiini 

ioca ned of etOKr iaoeaiifiig mncfete aaKli of a| 

m^eiffKrin^ petmaiMeat cha r ac ter or of mkiciAg nciuriog 

The fo&Mnog coniideratiooj are rekvant in arriving m a 
whether or noc expenditure is of a capital nature 

(a) It ii not essential that the concrete assets should he praduedve 
in character or that they should even be revenue fwoducing. A pns* 
duetivc asset may be considered at one which produces 
revenue to afford a surplus over all charges relevant to its functioaing. 
It may on rare occasions be necessary and iustihable to treat as capibd 
a scheme not commercially remunerative but involving latfe 
expenditure, say for the construction of a new city. 

(b) The purpose of the commutation of recurring liabtlitks is 
their extinction or reduction. Although expenditure on this purpose 
may be genuinely capital expenditure, it is always necessary to examine 
from the point of view of economical financial administration whether 
mch capital expenditure Joes not in fact merely replace one set 
recurring paymenu by another, e.g., whether the commutation by 
debit to capiul of pension payments docs not result in the substitution 
of equivalent payments of interest. 

(c) It is inherent in the definition of capital expenditure that 
the assets produced should belong to the authority incurring the 
expenditure. Expenditure by Government on grantjein>aid to local 
bodies or institutions for the purpose of construamg assets which 
will belong to these local bodies or institutions cannul legitimately 
he considered as capital expenditure. 

(d) Expenditure on a temporary asset cannot ordinarily he 

considered as expenditure of a capiul nature. • 

35, When it has been decided that expenditure on a scheme for 
the creation of a new or additional asset shall he classed as capital the 
fc-llowing are the main principles ap(>licabtc to the treatment of the 
expenditure in the accounts ; — 

(a) Capital bears all charges for the first construaion of a pro^t 
as well as charges for intermediate maintenance of the work while 
oot yet opened for service and bears alio charges for such further 
additions and improvements as may he sanctioned under the rolei 
made by competent authority. 

(b) Subject to (c) below, revenue bears all subsequent charges 
for mainteiuncc and all working expenses. These embrace all 
«ipenditure on the working and unkeep of the project and aUn on 
*och renewals and replacements and such additions, improvennHs 
t>r extensions as under rules made by competent authority are debit* 
aWe to the Revenue Account. 

(c) In the c ase of works of rcnesval and improvement which 

Putolee bodk of a and irvenue nature, it is impractkablc to 

<haw m hml and fast line between what is properly debiiahle to 
capita or to teveniie. AUocatwo in such cases is made by d et ai l e d 
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ftlei aad formulae devited bjr tbe Eaecutiw aothoriiiet, wtudi $n 
'^Pfdied in enimaief and acootmts to decennine the aHocaaoo of 
expenditure between capital and revenue. TbcK rule* and fonmdae 
moct necesorily be bated upon lome general principle of sound finance 
whidb (hould aim at an equitable distribution of burdens b et w e e n 
preaeot and futuK generation*. 

(d) In theory it i* legititnate to make capital bear the charges 
lor interest on money borrowed to finance the construction of a new 
project before this project becomes revenue earning. In fact, how- 
ever, a Government project it only pan of the operations of Government 
and it may be sound financial administration to meet interest charges 
from other revenue during the process of construction. The charge 
cd interest to capita! in Government accounts is justified only whm 
there would be undue disturbance in the Government’s budgetary 
position by taking interest to revenue. The writing back of capitalised 
interest should be the first charge on any capital receipts or surplus 
revenues derived from a project when opened for working. 

(e) Capital receipts in so far as they relate to expenditure pre- 
viously debited to capital accruing during the process of construction 
of a project should be utilised in reduction of expenditure. There- 
after their treatment in the accounts may depend on circumstances, 
but except in the case of recovered stores on Railways and the Post.s 
and Tbh^aphs Department or as otherwise provided in the rules 
of d kici Wluo applicable to a particular Department, they should never 
be cached to the ordinary revenue account of the undertaking. 

36 . The finasKiial and accounting conception of capital expendi- 
ture Is imported from commercial theory and practice, and an 
essential feature is that expenditure of a capiul nature is not met 
from the revenue or profits of a concern. In the sphere of Govern 
m^ accounts the classification of expenditure as capital expenditure 
afforck primo jaci* justification for recording it outside the Revenue 
Account of Government. The essential purpose of the opening of 
Capital heads of account is to facilitate the exhibition of the financial 
results of any special undertaking on the basis of generally accepted 
commercial principles, or in some more simple conventional maaocr. 
either that tW cost of a service may be ascertained or that the full 
financial implications of any policy may be made clear. 

37 . Expenditure dcbitable to capital may be financed from the 
following sources : — 

fa) Revenue; 

(b) Borrowings, cither 
(i) qiecific for a panicular purpose ; 

swn-spedfic for all Government purpoacs ; or 
(iii) Unfunded ; and 

l(c)' Sources other than revenue and bcMTowti^ e.g., accumoiated 
bdxftoeta 
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For Ac purpom of accounts (b) and (e) arc grooped ttMcAw, 
the capitil cawtidituw met from thoe wuicci (ietn|i deacroed aa 
outlay financed outside the Revenue Account and bdng quite apart 
in titatment from expen^ture met from revnioe. On the other 
capital expenditure met from revenue is accounted for aepwrdldy 
under the appropnatc mafor head within the Revenue Account. The 
purpose of recording capital expenditure within (he Revenue AmouM 
as scpaiatc and distinct from revenue expenditure is aImM always 
to enable accounts to be prepared according to commercial principles. 

It is the function of Government, and not of Audit, to dctermuic 
ihc sources from which capital expenditure shall he financed- 
According to the decision of Government, the expenditure will be 
classified under the appropriate major head outndr or within the 
Revenue Section of the accounts. 

~^8. Although it is the function of (Government to determine 
the source from which capital expenditure shall l>r financed, it is one 
of the duties of Audit to bring to the notice ol the proper financial 
authority cases in which their decision seems coiitra(y to principlef 
i>i sound financial adsninistiation. ficforc isv .\pnl 19^7, tlse ptinciple* 
by which capital expenditure was charged to Uwrowed funds were 
f»rcscribed and jealously guarded by the Secretary of State, Accord- 
ing to these principles, capital expenditure could legitimately be 
financed from Iwrrowings it it were (a) on productive works (b) in 
a commercial department which was working at such a profit U 
to fulfil the test of productivity imposed by ihe Secretary of State, 
or (c) on commercial undertakings whose accounts were maintained 
on a commercial basis. Otherwise tlie prcscfilKd cot^ditioo waa 
that the proposed expenditure should Ik so large that it could 
not reasonably be met from current revenues, this condition betng 
made concrete by the rule that expenditure on Provincial works could 
not ordinarily be met from borrowed funds, unless the estimated coat 
of a work, or a group of works, was not less than R*. 5 Ukbs. 

39. With the advent of autonomy in the Provincial^ field these 
rcstrictioru have ceased to be binding upon Provincial GoveraroeatJ 
who can now lay down whatever limitations they deem prooer foe 
this purpose in agreement with their Ixgisbturcs but their oKisiM 
in this respect should be expected to conform to the priiKipic of 
prudent finance once enunciated by the Government of India in the 
ftdWing tenns 

“Two emditions must be fulfilled before it would be piatifir 
Ale £or the Government of India to spend loan « 

aiq)rediictive purposes. These are, firstly that the objcM w 
which die money is wanted arc so ujiicnt and w 

e xpendit ure can be neither avoided, piwj[xbocd nor dairwoW 
out* a aeries of years, and secondly that the asnoum » loo 
to he owt fraiB concat levcaiiet.’’ 
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Aad ft majr be aaid gom^ tbst die coat df aO c o n um i mly 
MuS achcmea wfacdwr produc^ or luqmdnctive ongiit to be net 
' Inaa levcmie. Audit m& o*c to iaflueacc ia di» atoKr 

by (toawnqpfig a tendco^ to recure icUef .from preiem tautido to 
wexpediem oi trauferriiig iienu of cxpeiubture douhtfidly das»%- 
aUe a* capital fnxn the Re^ue Sectioo of die budget to die rectkio 
ownde tto Revenue Account. 

40. It muft be femcmbcfcd of coune that, ahbougb it may >eem 
to be found and prudent finance to meet any expenditure, wbetber 
of a caiHtal nature or otherwiK, from revenue, it mutt be a corollary 
of this action that the revenue derived from taxation and other 
revenue tourcet is lufficicnt to cover the expenditure dcbitable to it. 
Otberwite the debit to borrowed funds is merely disguised, since in 
normal circumttancca revenue deficits must be financed from 
borrowipi^ 

41. The duties of Audit in connection with the allocatioa of 
topenditure between capital and revenue and in connection with the 
record of expenditure inside or outside the Revenue Account may be 
sununarited as 'fdiows ; — 

(a) it should see that commonly accepted accounting or commer- 
cial principles arc not infringed ; 

(b) it should verify that the accounts exhibit the true financial 
facts ; and 

(c) it should bring to notice uansgression of generally accepted 
principles of public finance. 

Although Audit has the right of criticising in the light financial 
rules which have been generally laid down or on grounds of general 
financial propriety any order of classification issued by Government, 
it should be remembered that the final decision will in the last 
resort rest with the Governor General or the Governor, as the case may 
be, after consultation with the Auditor General, vide Article 32. 

42. Discussions of the allocation of expenditure between capita) 
and revenue, and of the legitimacy of financing expenditure from 
funds outside the Revenue Account often involve difficult questions 
of pcdicy, and an Accountant General would be well advised to con- 
suit the Auditor General in cases of doubt before f»cssing any ol^- 

>>, tion to Government action. 


APPENDIX VI 

EXTRACT FROM THE BOMBAY LEGISLATIVE ASSEMBLY 
RULES ON THE PUBUC ACCOUNTS COMMITTEE 

CoMltoitiaii of Cnmmtoee 00 Public Aocauata 

116. (1) As soon as may be afmr tto commcoocmcnt of die first 
SeMhm of the Assembly in every year, a Committee on Ptdfik AccoaOtt 
, shatt be constituted for die purpose of dealing with idbe l Opows ^ 
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^ at ladia idatiiif co iIk mprapriaiioA tamam 

of tik PMnaoe aad «idi other nuutert «s the Futtnee Dey w tm m t 
May itfcr to the Committee. 

(a) The Camminee oa Pubik Accounts thtll eannit at tsselvt 
focoiban, iochidiiif the Finance Minister who ihaH he a OKmlmr 
es-^eio. The tnmben of the Committee other than the Ptiuwer 
Minister shaQ be elected by the Assembly from amon^ m i we mb e n 
jn-o «liiig to the priocii^ of (voportional rep^ntation by means 
(d the tnuuRnhte vote. The members of the Commitfee shaQ 

hold office until a new Committee is elected. They thdl be ctigibie 
lot fe-electi«i. 

(3) Casual vaeaiKies shall be hikd at toon at poatibk after 
they occur in the manner prescribed in tub-rule (a) and any person 
elected to fill such a vacancy shall hold office for to loiif; only as Uk 
person in whose place he it elected would have held office. During 
any vacancy in the Committee, the continuing membert may set a« 
jf no vacancy has occurred. 

(4) The Finance Minister ihall. unlett be waives his right 
to be the Chairman, be the Chairman of the Commjttce w Public 
Accounts. U he waives his right to be the Chairman, the Committee 
shall appoint one of its other members to be the Chairman. In the 
^nce of the Chairman at any meeting, the members present shall 
appoint a Chairman for that meeting. 

(5) The provisions of sub-rule (4) of Rule iii tball alsn 
apply to the Committee on Public Accounts. 

Contni of Csmunitue on Public Account! 


Ijy, (1) In scrutinizing the appropriation accounts of ilic Pro- 
vince and the report of the Auditor -dencral thereon, it shall be the 
duty of the Public Account* C^ommiitcc to tatitfv ittclf ^ 

(a) that the moneys shown in ihc accounts at having hem 
disbuTKd were legally availabk for and applicable to the service or 
purpose to which they have been applied or charged. 

(b) that the expenditure conform* to the authority whicb 


governs it, and , 

(c) that every reappropriation hat been made in accortla^ 
with such rules as may he prescribed by the Governor actii^ in his 
discretion or by the Finance Department, at the cate may be. 

(2) It shall also be the duty of the Public Accounts Coinmittt^ 
(a) to examine such trading, manofaciuring and profit 
and loss accounts and balance sheets, as the Governor may have re- 
mdred to be prepared, and the Auditor ^let^ral s re^ thmon ; 

{b)to Sder the report of the Aud.torX^neral m 
cases wheiv the Governor may have required him to coi^uct an atlds 
of any reodpts or to examine the accounts of stores w itaks. 

(3> The Chainnan of the Public Accounts Coromttw 
pe e aea t its icport to the Assembly and move that it be taken *Bt® 
canMkmttoa V ^ Assembly. 
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AfPENDIX VB 

EXTRACT FROM THE TREASURY RULES ISSUED RY 

THE GOVERNOR GENERAL OR GOVERNOR UNDER 
SECTION 151 OP THE ACT 

Sedion IIL — Lo crt hMi «< aioiiefi fiwHng in the PnfaRc 
Accauoc «i the Pravinoe 

5. Save as provided in tub-rule (2) of rule 7, imuieys «raqdin|; 
in tKe Public Account of the Province mutt either be held in the tica- 
suiy or in the Bank. Moneys deposited in the Bank shall be coo- 
tidered at one general fund li^ld in the books ot the Bank on bdaB 
of the Province, 

The deposit of such moneys in the Bank shall be governed by 
the terms of the agreement made between the Governor of the Pro- 
vince and the Bank under Section at of the Reserve Bank of India 
Act, 1934 (Act II of 1934). 

Sectioa IV. — General System of Contnd over Treamiy 
, District Treasuries 

4, (1) Unless the Government, after consultation with the 
Accountant General otherwise directs in any special case, there shall 
be a treasury in every district. If moneys standing in the Public 
Account of the Province arc, in any district, not deposited in the 
Rank, the treasury of that district shall be divided into two depart- 
ments ; a department of accounts, under the charge of an Accountant, 
and a cash department under the charge of a Treasurer. 

(2) The treasury shall be under the general charge of the 
Collector, who may entrutt the immediate executive conuol to a trea 
sury officer subordinate to him but may not divest hiimelf of adminis- 
irativc control. The Collector shall be responsible for the proper 
observance of tbc procedure prescribed by or under these rules and 
for the punctual submission of all returns required from the treasury 
by the Government, the Accountant General and the Reserve Bank 
of India. 

Subject to the provisions of Uiis ruk, the respective responsibili- 
ties of t^ Collector and the treasury officer for business of the treasury 
shall be such as may be defined in accordance with such rules as the 
*' Minister cd Finance ” may approve after consultation with the 
Accountant General. 

(3) The duty of verifying and certifying the monthly cask 
hakiM, if any, in the treasury in such manner as the Miiutter ef 
Finance after consnltatioa with the Accoununt General soay 
crfte and of mhmitting the monthly accounts of sudi balance in si^ 
form and after such vuificaikm as t^ Accountant General may icqiuRt 
^dil be undertaken by the Cdleetm’ or by such other eficer as 
Gotemment may ^edfy. It mast be p ert ono ed by the Co Hett o r ia 
perton at kaa once in every period of six manths. 
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(4) mm « MW CoBecuir u appoiued to a (fimiet He dudli 

at 0^ mppamtmtat to the Aoxwatam Geocnl 4f t f 

Attotm^ General the anouat of the eaih tf 

any, wfaicii he hat taken over. The certiheate tball he is 

such form and atter such verification at the Minister of Finaiue may. 
after coatultatiofi with the Accoununt General, prescribe. 

(5) No p^on of the responsibility for the proper mauce> 
nicnt and working of treaiunes sKatl devolve upen the officen oTtlw 
Indian Audit Department. The inspection of treasuries hy o^rt vt 
the Indiao Audit Department shall not relieve the CoUcctor of his ret* 
ponabilitics for management and inspection. 

Sub-tretuuri«s 

5. If the requirements of the public business make necessary the 
establishment of one or more sub-trc^iurirs under a district treasury, 
the arrangements for the administration thereof and for the propci 
conduct of business therein, shall be such as may be preKribed l»y the 
Miniaer of Finance after consultation with the Accountant General. 
The daily accounts of receipts and payments of moneys at a suh> 
treasury must be included in the accounts of the diitriet treasury. 

Office of the Accountant General 

6. The ofBoe of the Accountant General may, with the consent 

of, and subject to such conditions as may be prescribed by, the Auditor 
<kneral of India, perform all or any prescribed part of the duties of 
a treasury in respect of claims'against the Government that msy fall 
due for disbursement and moneys that may lie tendered for crcjit to 
the public account of the province, at the headquarters of (he Govern- 
ment at • 

Section V. — ^Payment of revenues of the Province inio the 
Publk Account 

7. (i) Save as hereinafter provided in this section all moneys 
received by, or tendered to, Government lervanu on account of the 
revenues of the province, as defined in reaion 136 of the Act, tball 
sviihout undue delay be paid in full into the treasury or into the Bank 
and tball be included in the public account of the province. Moneys 
received as aforesaid shall not be appropriated to meet dcpartmenul 
expenditure, nor otherwise kept apart from ilic public account of the 
province. No dqrartment of the Government may require that any 
moneys received by it on account of the revenues of the province be 
kept out of the public account of the province. 

(a) Notwithstanding anything contained in sub-rule (1) of 
*hU nile direct appropriation of departmental receipts for dcpartinefilal 
cKpenditore is authorized in the following cases, that is u> say 

(a) in dre case of moneys received on areount of the wryire 
of nnanaases, diet-money of witnesses and similar purposes, in civil, 
townue and criminal cases; 

26 
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m i mj Iml (Otpenatt, ncumd by ttion ia die diadiMfe ol dM» dutin 
it Midi Nottrict jhiUic ; 

(c) in ibe cate of cadt receiptt utilised in accordtooe with 
depnnmctttd n^uUdom by the PtMic Works Dep ait ment to dcbay 
CJtpeoditure on current works, or utilized by that dcpartnoeat ttukr 
the authorization of the Accountant General to defray pay and travel- 
ling allowance charges; 

(d) in the case of cash found on the person of prisoners at 
the tintc of their admiuion to yail, and used for the repayment by )ail 
Superintendents under departmental regulations of similar sums due 
to odier pritonen on their release ; 

(e) in the case of cash received by the Forest Department and 
utilized in meeting immediate local expenditure ; 

Provided that the authority hereby given to appropriate depart- 
nmital receipts for dcpartmcnul expenditure shaU not be coiutrued 
as authority to keep dw dcpartmcnul rcoeiptt and expenses defrayed 
tberefrcMn outside the account of the payments into and the withdrawals 
from the public account of the province. 

8 . Moneys received by a Government servant whether in an 
official or another capacity which do not relate to or form part of the 
tevenoes of the province, shall not be included in the public account 
of the province, and a Government servant is not required to pay 
into the public account of the province any such mimeys. If any 
question arises whether moneys are or arc not moneys relating to w 
forming fiart of the revenues of the province, the question ^11 be 
referred to Govcmaient whose deebion shall ^ final. 

9. (i) A Government servant may not, except with the specul 
permiasion of dtc Government, deposit in a bank moneys withdrawn 
emtn the Public Account of the Province under the provisiesu of 
Section VII of thcK rules. 

(a) With dte permission td the Governor his Military Secre- 
tary may open an account in a bank fiw the deposit of futuu under 
die personal control of the Governor. 

la The procediue to be adopted by Government servants in 
receiving moneys tm account of the revenues of die province, granting 
rrecipts fiir such moneys and payiqg them into the puUic account of 
1^ province and by the treasury and the Bank ta receiving such 
moneys and granting receipts for them shall be such as may w pre- 
scribed by the Minister of Hnance after coosuhation with the Acce^ 
tarn GepecaL 1 |ie prooedare so prescribed shall, among ofber mat- 
tan^^ttiun pro^uons so as to secure that — 

any person paying moo^ into the ucamry shall pRWU* 
winji a noemotaodum (cbalan) in such fonn, at may be piesar^iedr 



wibidi wiB dwly the nature ei the paymnn and W p e n oo «# 
Oofcrmneiit tervant on whore a cmnnt it it nadt and wiS that nw> 
uin idi the infomution naxatuj for the prcpamioe of dw laod^ 
10 be gtycn in earh a n ge and for the premier acoowiatt of 

ihe credit and its allocation between Govenunenu and dqpaitnwiltt 
coDoenied ; 

(ii) at places where the money is to be deposited in die 
Bank, die metnorand^ or chalan referred to in cUuk (i) above, sK»H, 
except where otherwise provided, be presented to the treasury 

who than enface it with an order to the Bank to receive the money 
and to grant a receipt ; 

(iii) if a cheque on a bank is acetwd in payment of Otw* 
eminent dues under any rules, a receipt for the actual rheepfc only 
shall be given, but die formal receipt for payment shall not be cklivefcd 
until the cheque has been accepted by the Bank on which it is dlawn ; 
and 

(iv) at pkoes where the money it to be deposited in iha. 
Bank, the nd^cet of receipts, which accordi^ to any grovttion made 
undre this rule have to be sent to public oi^rt or departmems and 
consolidated receipts or certibcatcs of receipts required by any such 
proviticin to be given to any public ofheer or deparunent. shall be 
given by the treasury and not by the Bank. 

Section VL — Cnttody of moneys lelatiiif to, or standing in, 
the Pol^ Account of the Province 

11. (i) The procedure for the safe custody of moneys in the 
hands of Goveramem servants, or held in a treasury, shall he as pres- 
cribed by the Minister of Finance, after consulution with the Accoun- 
tant General. 

(a) The Bank is responsible for the safe custody of Circwcrnment 
miHieys deposited in the Bank. 

Sectfani VIL — W i th dr aw al of mooeyt fnm the Public Account 

la. In this sectioa “ withdrawal ” with its ro g n at r exprtsiioM 
refers to the withdrawal of funds from the public account of the pro- 
vince, for disbursements of or on behalf of the province other than dis* 
bursements in the United Kingdom. 

ij. Unless the Minister of Finan^ after consultation with dm 
Atxoontant General, otherwise directs in any case, mooeys may not 
Ik m^Khnwin from the pi^ilic account of the province withoutll# 
wntten pemussion of the treasury o&cei or of an officer of the Inotah 
Audk JDepartment authorized in this behalf by the Accountant GcnetiL 

14- Hre AocDummst GenersJ may permit withdrawal for any pur- 
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15. (a) ISdb^ u beicuuiftCT provided ia dbit aectioa a muury 
odioer may pennit wididrawal far all or aoy of dbe loDowii^ pur. 
poiea, nan^ : — 

(i) To pay nuns dtie from the Govemment to the dnw- 
iog ofBcer. 

(ii) To provide the drawing officer with hind* to meet 
datms likely to be pioented againit the Govemment in the immetlir Tp 
futUR by (1) other Government •ervano, or (2) private parties. 

(iii) To enable the drawing officer to supply funds to an- 
ocher Government servant from which to meet similar claims. 

(iv) To pay direct from the treasury or from the Bank 
sums due by ^vernment to a private party. 

(v) In the case of an officer or authority empowered to 
make investments of moneys standing in the public account of the pro- 
vince, for the purpose of such investment. 

(b) Unless expressly authorized by the Accountant General, 
a treasury oHj^cer shall not permit withdrawal for any purpose not 
specified in clause (a) of this rule. 

j6. Except as provided in rules 26 and 27 a treasury officer shall 
not pertntt withdrawal for any purpose unless the claim for withdrawal 
is presented by such person and in such form, and has been satisfai- 
torily submitted by the treasury officer to such checks, as the Minister 
of Finance, after consulution with the Accountant General, may pre 
scribe. The procedure so prescribed shall, among other matters, con 
tain provisions so as to secure — 

(i) that any person having a claim against Government 
shall present his voucher at the treasury duly receipted, and stamped 
where necessary, and that unless otherwise specially provided no such 
claim shall be paid unless the claim is first submitted to, and the 
payment directed by, the treasury officer ; 

(ii) that where sub-treasuries arc specially permitted by 
the ^vemment to cash certain ebsses of bills without reference to 
the treasury officer, the payment of such bills shall not, except under 
special arrangements and on particubr occasions, be allowed at the 
district treasury also ; 

(iii) that all bills and vouchers on which payment is made 
by t^ treasury officer or which are enfaced by him for payment at 
die Bank or a sub-treasury shall show to what bead of account the 
payment is to be debited, how the amount erf the payment is to be 
allocated between Goveraments or departments, and what amouu^ 
if any, amKrtains to the revenues td the Central Govowncnc or the 

A treasury officer has no general authewity to make 
on divwnnds ptcsentcd at the treasury, his‘ authority being strictly 
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Ittnited W the making of payments authoriaed by or under 
these rules. If a demand of any kind is presented at a treamry tor 
a payment which it not authorized or under these niksi 
or is not corned by a special order received from the AceounttiM: 
General, the oeasury officer shall decline payment for want «rf autho- 
rity. A treaaury has no authority to act under an wder of 

Government sanctioning a payment, unl«s the order is an eapteis 
order to him to make the payment ; and even such special otdm 
should, in the absence of urgency, be tent through the Accountant 
Cjcneral. 

i8. A treasury officer shall not honour a claim which hr o(Ks> 
aiders to be disputable. He shall require the claimant lu refer it to 
the Accountant General. 


19. Except as provided by rules 20 and 21 a payiiKni thall, urt* 
less Government by general or special onkr otherwise directs, be 
made in the district in which the claim arises. 

ao. The leave-salary of a gazetted Government servant who draws 
his leave-salary in India, may be jwiid in any district ol the province. 
The leave^alary of a non-gazetted servant may be paid in that dia- 
met only in which his pay could be drawn if he were cm duty. 

21. Pensions payable in India may be paid in any district of the 
Province. 


22. No withdrawal shall be permitted in order to meet the pay, 
leave-salary or allowances of a gazetted Government servant or a re* 
ward or honorarium payable to a gazetted CJovcrnmcnt servant, or 
any pension until the Accountant General has intimated ti the Ifta- 
sury officer the rate at wh'ch payment shall he made ; fsrovided that 
the Government may, for special reasons and with the concurrence of 
the Accountant General, waive the provisions ol this rule. 

23. No withdrawal shall be permitted on a claim for the first of 
any series of payments in a district of pay or allowances to a Glovern- 
ment servant other than a person newly appewnud to (lOvemmcfW 
service, unless the claim is supported by a last pay cerufiMte in such 
form as may be prescribed by the Auditor General of India. A trea- 
sury officer may not permit any withdrawal in respect of pay or 
aiWancet of a Government servant to whom he has granted a last 
pay certicaie, unless the certificate is first surrendered. 

24. The treasury officer shall be responsible to the Acc^nt^ 
Gewrai for acceptance of the validity of a claim against which m 
has pesnutted withdrawal, and for evidciKc that the payee has actua y 
received the sum withdrawn. 


as- The treasury officer shall obuin sufficient “ 

the natuK of every payment he is making airf shall not aceep^ 
’^wcher wbkh docs not formally present that information unkas ineie 
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me valid nmooa, wUdi he fhi£ record in wiiciiif , (or oaitting to 
fci}iuie it. 

26. A treasury officer may correct an aridunetkal inaccmacy or 
an obvious mistake in any bill presented to him for payment, but shall 
intimate to the drawing officer any correctitMi whi^ he makes. 

2^. A Collector may, in circumstances of urgency, by an order 
in writing authorize and require a treasury officer to nudce a paymem, 
not being a payment of a pension, witiumt complying with the pro- 
visions of thm rules. In any such cue the CoUmor shall at once 
forward a copy of hit order and a statement of the circumstances 
requiring it, and the treasury officer shall at once report the payment, 
to the Accounum General. 

28. A Government servant who is authorized to draw moneys 
by means of cheques shall notify to the Bank or the treasury upon 
which he draws the number of each cheque book brought into use 
aod the number of cheques it contains. 

29. Whep a Government servant who is authorized to draw or 
countersign cheques or bills payable at the treasury or the Bank makes 
over charge of his office to another, he shall send a specimen of the 
relieving Government servant’s signature to the treasury officer or 
to the Bank, as the case may be. 

Sectioa VIIL — ^Tranifer of moneys standing in the 
PoUic AcoooBt of the Province 

30. The transfer of Government moneys from one treasury to 
anot^, apd between a treasury and Bank shall be governed by such 
inrtructions as may be issued in this behalf by the Minister of Finance 
after consultation with the Reserve Bank of India. The transfer of 
moneys between the currency chest balance and treasury balance of 
a treasury and from or to a small coin depot to or from a treasury 
under the control of the Goverruneot of the Province shall be go<vcroed 

instructions issued by the Governor General in this behali 

Section DC — ReqMnatbility Cor moneys wididnwn 

31. If a treasury officer receives intimatioD frmn the Accountant 
General that moneys have been incorrectly withdrawn and that a 
certain sum should be recovered from a drawing officer, be shall 
eCkict the recovery without dday and without regard to any concs' 
pondence undertaken or contem^ated with reference to the r^rcoch- 
matt order ; and the drawing officer shall without delay repay the 
mm in such manner as the Aoountant General may direct. 

32. (a) Subject as hereinafter provided in this rule, die proce- 
dure to be obao^ by a Government servant in r^ard to avioef* 
withdniwn foain the pddk account of the province for expenditure 
shall Ik so^ as may be prescribed by the Minister of Fimmoc after 
cnatulwrittn with the Accountant GeneraL 
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(b) A , applied with (uadi fo, expendiia 

thaitl be (ctpooiilMe toe such tunds until an account of them ha* V71 
icndefcd lo the saiufKtion of the Acoountaoi General. He - h ^ H ala» 
be rcspoofflsle for seeieg that pajrincnts arc made to perwm 

to receive then*. 

(c) If any doubt arises at to the identity of the CJowrnmrot see* 
vant by whom an account of such funds shall be rendered, ti shall be 
decided by the Government. 

Section X. — Intei<-GovcatuDent tranaactioiis 

33. (i) Save as provided hereafter in this section no transac- 
tions of the wovince with another Government shall be adjusted 
against the balance of the province except in accordance with 
direettons as may be given by the Auditor (kncral of hull* with the 
approval of the Governor Cicncral to regulate the procedure for the 
accounting of transactions between different Governments. 

(2) Moneys presented within the jurisdiction of another ('tovrrn- 
ment for credit to the public account of the province or a payment 
made by another Government as a withdrawal affecting the balance 
of the public account of the province shall not he crrditetl or debtled 
to the public account of the province except utukr expreu authority 
of the Accountant General or any other accounting offiiccr authotixed 
in this behalf by the Auditor General of India. 

(3) All adjustments against the balance of the province by debit 
or cr^it 10 another Government shall be made through (he Central 
Accounts Office of the Reserve Bank of India 

34. Where such a course is authorized in consequenA^ of a dele- 
gation of functions made under sub-section (1) of section 124 of the 
Act, the treasury officer may receive or authorize the Bank lo receive 
moneys tendered on behalf of the Central Government or the Federa- 
tion, and may make or authorize the Bank to make disbursemettu 
on fehalf of the Genual Government or the Federation in accordance 
with such procedure as may be specified in the rules made by or 
under the authority of the Governor CJcncral. Such receipts and dis- 
bursements on behalf of the Central Government or the Federation 
shall be adjusted, as far as practicable, directly against the baiaace 
of the Central Government or the Federation held by the Bank, but 
where such transactions are tcmjxirarily taken into account against tbc 
h»I»ncy of rh** public account of the province, the Accountant General 
will on receipt of intimation from the trcasui^ rnake the requisite 
adjustnrents in respect of the aforesaid txansactioni through the Cen- 
tral Accounts Ofiloc of the Reserve Bank of India, agatnst the bolaiKea 
in the public account of the Central Government or the Fedcratioii 
bdd by the Bank. 

35. The treasurv officer may, subjea to any general or spec^ 
^iiecliioii of the Government in this fadialf, receive or auihorixe the 
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Baak to fcceive oiOQqrt tendered on bdialf of imadMr proviikce and 
laayt if to required the Accoununt General, make or authorize 
payment of any claim against another province. The necessary credits 
or debiti in respect of such receipts and pavtnents against the balances 
of die province concerned shall be made by the Accountant General 
through the Central Accounts Ofiice of the Reserve Bank of India, 
but until such adjustments are made, the credits and debits shall be 
entered in the public account of the province. 

Moneys paid or received in the office of the Accoununt General 
on behalf of another province, and book entries made in the office 
of the Accountant General affecting the accounts of another province 
shall likewise be adjusted by the Accoununt General through the 
Central Accounts Office of the Reserve Bank of India against the 
balances of the province concerned. 

36. The provisions of the preceding rule may be extended with 
or without modification to pavments made or received in the pro- 
vince on behalf of the Federal Railway Authority or of His Majesty 's 
representative for the exercise of the functions of the Crown in its 
relations with Indian Sutes. 

Section XL — ^Receipts and disbnracmenti of die province 
in die United Kingdom 

37. Until other provision is made by the Government in thij 
bdul^ moneys recciv^ in the United Kingdom on account of thr 
revenues of the province may be paid into and funds required for 
disbursements of or on behalf of the province in that country may be 
withdrawn from, the balances in the Public Account of the Central 
Government or the Federation in that country, in accordance with 
such procedure as may be prescribed by or under the authority of the 
Governor General for the transactions of the Central Government or 
the Federation in the United Kingdom. These transactions shall be 
adjusted in India, at the earliest opportunity, against the balances of 
the public account of the province according to such directions as 
may be given in this behalf by the Auditor General of India with the 
approval of the Governor General. 

Section XIL — Snpplcmental 

38. The Accountant General in the exercise of any oi his func- 
rions under these rules shall be subject to the general control of the 
Auditor General of India. 

39. Nothing in these rules, and nothing prescribed under these 
rules, shall have effect so as to impede or prejudice the exercise bv 
the Awhtw General of India of the powers vested in him bv or under 
the Act, to make rules, or to give diiectioas rqguladng the nibnau' 
non to die' Indian Audit Departtnent die accounts kept in tr^ 
•ones or in departmental offices and to be accompnnied by sodi 
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vonchcn for their rapport u the Auditor Generti mof requirv fo^ 
porpofcs of Audit. 

4a The ^niiter of Finance may not eaerciie my power con- 
ferred upon him by the*e rules so as to impose upon the Hank in 
coaneettoo with the business of the Covernment any responsibtiry 
not imposed upon the Bank by the terms lA its agreement with the 
Governor. 


APPENDIX Vm 

DUTIES OF A TREASURY OFFir.F.R iF.XTRAt'T 
FROM THE SUBSIDIARY RULES UNDER THE 
TREASURY RULF.S OF THE C P. k HERAR.) 

6. The following may be specified as some of the matters of 
treasury procedure in which the special {icrtonal inirr'ention of the 
treasury officer is required by the rules 

(1) He is required to see that every voucher on i^hich he paiars 
an order for payment is complete in every respect, 

(а) He is required to see that on purely vernacular vouchers, a 
bnc( abstract is endorsed in English. 

(3) He is not to honour a claim which on the face of it is dis- 
putable but to refer the claimant to the Accountani (Jeneral. 

(4) He has no general authority to deal with demands prwntal 
at the treasury ; his authority to make payments u strictly limitwJ to 
the rules prescribed for the purpose. He has no authority to act 
under an order of Government sanctioning a payment unless it is an 
express order to him to make the payment. 

(5) He is required to use special precautions for satisfying him- 
self of the identity of the applicant for payment of a hdl drawn by 
a person not in Government service. 

(б) He is required to make recoveries exactly in accorrlance with 
the instructions of the Accountant General. 

(7) He is required to verify the balance in the hands of the 
treasurer roughly every night, and after vcnficalioti to pkicc the trea- 
surer’s chest in the strong room under double locks. 

(8) He is required to observe due precautions in receiving money 
into, or giving it out from, double locks. 

(9) He is required to see that the daily postings of revenue and 
reciapti in the treasury registers are checked by the treasury occounum 
or his assistant with the chalaos and the sub-treasury accounts ano 
Ui verify tbc num^ total of all the departmental revenue rettsfns. 

(10) He is required, either at the close of the 

before oommenang Ac Iwiness of the next day, to extfwoe the wty 
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laUMWtt whb the cliafauu and voodm at tbe htadqaartm treamry 
and the daOy iid>4Ranif7 aocountt and to tatitfy hian^ (a) dm 
each itetn of charge u m p n oftcd bjr a voudner, (b) dm every item 
of cadi chalan and (d caw tahsil daily account if eodioched in in 
proper regifter, (c) that the totak Oi all the r^ifters are airtccdy 
cotered in the cash book, (d) that the additions and deductioat indi- 
cated in the accountant’s balance sheets are correct, (c) that the result 
agrees with die balance sheet of the treasurer, and (f) to sign the 
two cash bodes and the two balance sheets in token of dieir cxirrcct- 
nett and good order. 

(11) He is required to observe cemin precautions before signing 
the treasurer’s daily balance sheet, vide Financial Rules 927.930. 

(12) He is required to satisfy himself before despatch d the 
list of payments and cash accounts, that the necessary vouchers and 
schedules are all atuched. He is expected to check the schedules with 
the vouchers at intervals during the month. 

(13) He is personally responsible for any payment of pensions 
wrongly made.» 

(14) He is required to initial every entry in the revenue deposit 
register and to see that no item is credited as a deposit save under 

’ formal order of competent authority, and also if the amount could 
be credited to some known head in the Government accounu, to 
represent the matter accordingly to the court or authority ordering 
its acceptance. 

(15) He is required to observe certain precautions before signing 
supply hilU and remittance transfer receipts, vide Financial Rule 483 

(16) He is required to sign supply bills and transfer receipts 
legibly and to maintain a uniform signature as far as possible. 

(17) H^ is required to sec that the advice lists of bills payable 
are opened in his presence, to examine them personally and when 
satisfied of their genuineness, to initial and date them. 

(18) He is required to observe certain precautions before paying 
a supply bill or transfer receipt on his treasury, vide Financial Rul« 
496-500. He may, however, exercise some latitude, at his discretion, 
in the payment of a bill of which the advice is missing or inaccurate. 

(19) He is required to keep the forms of supply bills and transfer 
receipts and of advices in his own possession uocIct lock and key, and 
to observe certain routine in issuing them each morning and in re- 
placiiig them under lock and key in the eveni^. Certain preaucions 
asc alto to be taken on receipt of a parcel of bill forms, vide Financial 
Rule 513. 

(ao) He, tt required to tee ^'t every payment made on auttoity 
of any kXKr'iaf credit is eateml therean at dhe time and to initial 
^ entry 3 ato thtt every cheque of the Public Works OqMftnmR 
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is dMifni itt die Eancudve Engineer*! pMibocik mk! in 

in mind ihJaS 

letatr <H a**®* “* “Mimum unoant he ha* aittbohiT m mv 

« tta .&» c«lM lu. u> .u f„, ^ ITK E 

"”■* • •« ‘koji Ikmhi.” 


1^ w reqmred to pr^ibii crasum in any acceunt, rwiater 
Of sc«CQUJc* or in tKc cA&h book, to wnfy and miitjil tycty covrectioii 
in and to take special cart with all vouchers aiki accounti 
ing (igtu of aiteratioQ, and if *uch document be frraiienily nxeivedl 
from any ofike, to draw the attention of the hra.] of ^ to the 
matter. 


(^) i* retjuired to lee that a notice is potted in a conspicuoui 
place in the office, of the hour at which the treasury closes for ih* 
receipt and payment of money and that the fetjuirej notices regard- 
ing the encashment of currency notes, the supply of small cot n and 
copper and the like arc exhibited conspicuously in places which the 
public enter freely and thai no favouritism is shown'in the conveni- 
ences which the treasury can ofier. 


APPENDIX IX 

SEPARATION OF RAILWAY FROM OENFRAI. FINANCE 

The following is the resolution regarding the separation of Rail- 
way from General Finances, adopted by the Legislative Assembly on 
the aoih September 1924, 

“ This Assembly recommends to the Governor ( General in Council 
that in order to relieve the general budget from the violent fluctuations 
caused by the incorporation therein of the railway estimates and to 
enable railways to carry out a conunuous railway poiky based on 
the necessity of making a definite return to gctwral revenues on the 
money expended by the Scale on Railways ; 

( I ) The railway finances shall be separated from the getieral 
fiiiaDces of the country and the getwral revenues shall receive a defi- 
nite animal contribution from railways which shall be the fint charge 
00 the net receipts of railways. 

(4) TT>e contribution shall be based on the capital at charge 
atkl woriting results of commercial lines, and shall be a sum equal 
to one per cent, on the capital at charge of commercial lines (cxciud- 
ii^ aqiital contributed by companies and Indian Staiesy at the cod 
the penultiniate fiiiancial year {flus one*(ifth of any surplus pi^ts 
*****T***tlsg after payment of this fixed retum, fub|cct to the cooditioo 
4 iati 'd m utf year ntilswiy revenues are intaffitkot to provide die 
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p Kr oeo ug e one per cent, on the caphid at cdiaige, surphia pnfes 
in ^ next or lubacquetit year* will not be deemed to have accrued 
for purpoMt of division until sudi deficiency has been made good. 
The interest on the capital at charge of, and the lots in woilung, 
strategic lion shall be borne by pner^ revenues and shall consequent 
be deducted from the contribution so calculated in order to arrive at 
the net amount payable from railway to general revenues each year. 

(t) Any surplus remaining after this payment to general revenues 
shall be transferred to a railway reserve ; provided that if the amount 
available for transfer to the railway reserve exceeds in any year three 
crores o( rupees only two-thirds of the excess over three crores shall 
be transferred to the railway reserve and the remaining one-third shall 
accrue to general revenues. 

(4) The railway reserve shall be used to secure the payment of 
the annual contribution to general revenues ; to provide, if necessary, 
for arrears of depreciation and for writing down and writing oA 
capital ; and to strengthen the financial position of railways in order 
that the services rendered to the public may be improved and rates 
may be reduced. 

(5) The railway administration shall be entitled, subject to such 
, conditions as may be prescribed by the Government of India, to borrow 

temporarily from the capital or from the reserve for the purpose of 
meeting expenditure for which there is no provision or insufficient 
provision in the revenue budget subject to the obligation to make 
I repayment of such borrowings out of the revenue budgets of subsequent 
years. 

(6) A Standing Finance Committee for Railways shall be con- 
triruted consisting of one nominated official member of the Legislative 
Assembly who should be chairman and eleven members elected by 
the Legislative Assembly from their body. The members of the 
Standing Finance Committee for Railways ^all be ex-officio members 
of the Central Advisory Council, which shall consist, in addition, of 
not more than one further nominated official member, six non-official 
members selected from a panel of e^ht elected by the Council of 
Stale frcrni their body and six non-official members selected fiaax a 
panel of eight elected by the Legislative Assembly from their body- 
The Railway De partm ent shall place the estimate of railway expendi- 
ture befttfc the Standing Finance Omimittee for Railways <» some 
date prior to tl» date fOT the discussion of the demand for ^nts for 
railways and shall, as far as possible, instead of the cxporditure pro- 
gramme from revenue, show the expenditure under a depreciation fund 
created as ppr the new rules for charge to capital and revenue. 

(7) The railway budM shall be presented to die Legislative 
Asseml^y if possiUe in advance of the general budget and separate 
days dtall be alfotted for its discussion, ai^ the Member in charge 
RiAwap shall dien make a general statement on railway accounts and 
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worl^. jie emoAtun propoKd in the niliny hodiH. iadudiiic 
pcaAn w btm the deproaatioo fund w»d the JB he 

L<y«l«»yc Anembly in the form of demuKh £ 
gnatij m fbro the bu<^ ^ uke after aep«»iioo. the <fet^ 
it shall give l »«•»«* into whidt the 

toiei vote dMU be divided shall be considered by the fUitway Boud 
in consultatirm with the proposed Standing Finance Commitlee for 
Railways with a view to the introduction uf improvements in tunc 
fmr the next budget, if possible. 


( 8 ) These arrangements shall be subjcurd to periodic revision 
but shall be provisionally tried for at least three yean. 

(9) f** view of the fact that the Assembly adheres to the resolu- 
tion passed in February, 19^3, in favour of Stale managernent of Indian 
Railways, these arrangements shall hold gixxl only long as the East 
Indian Railway and the Great Indian Peninsula Railway and existing 
State-managed railways remain under State management. But if in 
spite of the Assembly s resolution above referred to Ciovernment should 
enter on any negotiations for the transfer ol any o( ths above railwayn 
to Company management such negotiations shall not be concludnl 
until facilities have been given (or a discussion of the whole matter 
in the Assembly. If any contract for the transfer of any of the aliove. 
railways to Company management is concluded against the advice 
of the Assembly, the Assembly will be at liberty to terminate the 
airangemeois in this Resolution. 

Apart from the above convention this Aswmbly further recom- * 
mends : — , 

(i) that the railway services should be rapidly Indiantied, and 
further that Indians should be appointed as Members of 
the Railway Board as early as possible, and 

(ii) that the purchases of stores for the State Railways should 
be undertaken through the organisation of the Stores Pur- 
chase Department of the Ciovernment of India. 

On and March, 1943, the legislative Assembly by resolution 
modified the above convention. The changes are as follows ; 

(i) For the year 1943-43 a sum of Rs. 2.35 lakhs shall be 
paid to the general revenues over and above the current 
and arrear contribution due under the cooventioo. 

(a) From ist April. 1943. so much of the convention as pfovides 
for the contrilmiion and allocation of surpluses to general 
revenues shall cease to be in force. 

( 3 ) For die year 1943-44. commCTcial lines s^ 

be unlised to repay any outstanding loan tram me 
depredatioo fund and thereafter be divided 15 per cent. 
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to tht mSwM taent waA 7; per oeat. to the geaet^ 
leveoud, the Iom, it «i>y, 00 Misttfic boo boag iccoveRd 
bam general Kvenues. 

(4) For Mjbiequeot vears and until a new coovention if adopted 
by the Afsembly, the allocation of the suiplut on an^ 
mercial line* between the railway reaerve and general 
revenucf shall be decided each year on a consideratkm of 
the needs of the railways and geoeral revenues, die loss, 
if any, on strategic lines being r eco v e r ed from the general 
revenues. 


APPENDIX X 

EXTRACT FROM THE STATE RAILWAY GENERAL 

OCtt>E REGARDING THE RAILWAY ALLOCATION 
OF EXPENDITURE BETWEEN REVENUE 
* AND CAPITAL 

901. Railway expenditure may be incurred cither on Capital 
• Account or on Revenue Account, or from the E>epreciation Reserve 

Fund. . . . The general principles on which railway expenditure should 
be allocated between these three main sections of the Accounts arc 
laid down in paragraphs 902 to 908 below. 

902. Capital bears : — 

(i) the cost of land, 

(3) the first cost of omstruction and equipment of the line, 

(3) the cost of maintaining a section of the line not opened 
for working, 

(4) the cost of any addititm to the line or eauipment oi the 
line when estimated to cost more than m New Minor 
Wwks limit, as defined in para. 938, 

(5) the excess, if atnouming to more than Rs. 3,000, in the 
cost of the new asset over the original cost of the existing 
asset, or over the cost of its replacement by a like asset, 
wtudsever gives a sxnailer ddwt to Capital, 

(6) the cost at any tods »id pbm specifically purchased, and 
of any posts specially created, for the supervision or con- 
struction of a work, in accordance with the provisions of 
poragraidi 987. 

903. Capital is credited with>— 

' (r) any cxcen in she sale p oceed s of an asset over and above 
its ocigittd value, psMwtdcd die latter *»»•**■«*« Rs. 3,00a, 
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**P'*** ^ •» «•«* (other than taodl 
» d«»dooed or di.po.ed .rf w«hi 


Noie^Wbw ^ M Ktet ts .ubMquendy rcptaced the .diutt- 
moM^dt tmder tha rule n teverKd wd the cxpendii^ » .nocirted 
Ktnrdwf to pm. 9^8 et Kjq. 

(3) tl« sale proceed, of any land acquired at the coit of 

WMO it is sold or surreodcred, ™ ^ 

(4) the difference between the com .t debrt o( Capital id a 
Kplao^ a^ and the com of it* repHacenwra, when the 
coat of replacement i. chargeable to the Depreciation Rewrve 
Fund (vide para. 950) and ir lejt than the com at debit 
of Capiul, 

(5) the COM of labour originally incurred in laying the auen 
or parts thereof, when such items art subKqucntly tralta- 
ferred for use on a new work. 


904. Revenue bears 

(1) all charges for maintenance and repairs after the oprniiq; 
of a line for traffic, other than charges of the nature dr* 
tailed in para. 921, including tlie current capensei of con 
ducting the business of a railway, c.g , pay, allowances, 
etc., of establishment employed on the open line, 

(а) the contribution made to the Depreciation Reserve Piuu) 
under para. 907. to meet the ct»t of rcplacemeiiii and 
renewals, 

(3) the excess, as worked out under para. 902 in the com 
of replacement of an asset, when such excess is not more 
than Rs. 2,000, 

(4) the cost of such replacements and renewals ts are not 
chargeable to the Depreciation Reserve Fund under para. 

950. 

(5) the COM of such works of addition, as fall within the cate, 
gory of New Minor Works as defined in para. 92ft, 

(б) the COM of labour originally incurred in laying the auets 
or parts thereof, when such items are subwqurnily tram- 
ferred for use on a new work, 

(7) the original con of an awet (ether than land) abandoned 
or dispowd of without being replaced, when it is Rs. ifioa 
or IcM. 


905. Revenue is credited with 

(1) the value of materials released from works charged to 
fieveaue (ordinary repairs and maintenance), 

(3) dM amount realist from the dispowl of an aMct the ori- 
ginal cost of which is Rs. 2,000 or lest. 

pofi. Depredatioo RcKrve Fuqd bean.*— 

(1) liie oost of Mpbccfloeau and leuewab in accordance with 
tlie provtstoiu of paras. 947 to 930, 
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(a) die cott debit <rf Capital of an aaaet (other dian land) 
which if abandoned or ditpoaed of without being tcpiaoed, 
provided it it above Rt. 2/>oo, 

Note. — ^Whcn such an atset it rubaeqiiently reptaced, the ad- 
juttmcnt made under this rule b levcraed and the cqpcndituie it 
allocated according to para. 948 et tqq. 

(3) the cott of tools and plant tpecially purchatcd, and of any 
poiU specially created, for the supervision or construcuoa 
of a work in accordance with the provisions of para. 987. 

907. Depreciation Reserve Fund it credited with the amount ot 

contribution from Revenue, calculated at i|6oth of the Capital at 
charge of each railway at the end of the previous financial year at 
shown in the Finance and Revenue Accounts of the Government of 
India. ' 

908. Credits realised from the disposal of an asset the original 
cost of which is more than Rs. 3,000 and credits for materials released 
from a work which has been replaced at the cost of the Depreciation 
Reserve Fund^are taken in reduction of expenditure from the Deprr- 
ciatitm Reserve Fund, after deducting the incidental charges, c.g., the 
cost of dismantling, handling and shifting, including freight to stores 
depot. 


APPENDIX XL 

UST OF SECTIONS UNDER THE FOUR DIVISIONS 
, OF ACCOUNTS 

L — ^Revenac t — 

^ Principal Heads of Revenue. 

Direct D^ands on the Revenue. 

AA. — Principal Revenue Heads : — 

Capital Outlay on Sait Works within the Revenue Account. 

B. — Railway Revenue Account. 

BB. — Railway Capital Account within the Revenue Account. 

C. — Revenue Account of Irrigation, Navigation, Embankment 

and Drainage Works. 

CC. — Capital Account of Irrigation, Navigation, Embankment 
and Drainage Wwks within the Revenue Account. 

D. — ^Posts and Telegraphs Revenue Account. 

DD. — Posts and Telegraphs Capita] Account within the Revenue 
Account. 

E. — Del» Seryipes. 

F. — Civil Administration. _ 

FF.— Administration — Capital Account within the Revenue 
^Aiixount. 
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Pi^blic )iiipr0««aMMs. 

'<) Workf and Mitocttaacoiw iNihIk 
d>e Revenue Acexjunt. 

Electricity Schenwt witkin the Rtvcdm 

f.-^Mucdlaneout. 

n^—Mi^aneous Capiut Account within the Revenue AeomM. 

K.— Defence Serviem. 

U—Contribution* and MitcelUneous Adjuttment* between 
Central and Provincial GovernnKnit. 

M. —Exirtordinary Itenu. 

lI,-_Ca{iitai i— 

AA. — Principal Revenue Heads ; — 

Foreit and other Capital Accounts outside the Revetme 
Account. 

BB.— Railway Capital Account outsiJe the Revcntie Accouai- 

CC.-~Ca(»ul Account of Irrigation, Navigaiton, Ernbanknmt 
and Orainan Work* outside the Revenue Account. 

DD. — Poet* and Tel^raphs Capital Account outhde the RevcMie 
Account. 

FF. — Civil Administration— Capital Accoums outside the Rm. 
nue Account. 

GG. — Currency and Mint — Capital Accounts ouuide ihr 
Revenue Account. 

HH. — Capital Account of Civil Works and Misccllane^ Phbiic 
ImprovctiKnts outside the Revenue Account, 

II>— Capital Account of Electricity Schemes outside the Reveasse 
Accosint, 

J ]. — Miscellaoeous Capital Account outside the RevcMK 
Account. 

KK. — Defence Capital Account ouuide the Rcvciuk Aconuit. 
IlL~Dcbt>- 

N. ~-PuWic Ddjt 

O. — Unfunded Debt. 

P-^Oepoeits and Advances. 

Qi — Loans and Advances by the Central Covemment 
— Loan* and Advances by Provincial- Govenuncaa. 


G.>’*Cbmon' uid Mint. 
fL—QvR Works and 
HH.— C^nal Account of Civ 
Improvements within 
f.— >£iecndty Schemes. 


S/— Reaguttmoes— 

L>jleiiitttaiices within'Iodis. 
n.— Renuttanoa between England and liu^ 
Ti—Tntiufier of Cub between *o<i btdit. 

W 
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APPENDIX xn 

(A) EXTRACT FROM THE TABLE OF ESTIMATING 
AUTHORITIES (BOMBAY FINANaAL RULES- 
APPENDIX 6) 


Estimate 


Submitted by 


I Controlling 
I Officer (channel 
through which 
estimates are to 
! be submitted) 


concerned 


V— Land All collectors concerned 

Revenue 

Collector of Bombay & Bom- 
bay Suburban District 

Commissioner, Central Divi- 
sion 

XlX-Polioe All District Superintendents 

of Police 

Commissioner of Police, 

Bombay 

Superintendent of Police, 

B.B. it C.I.R. 

Superintendent of Pc4ice, 

# G.I.P.R. Ac M.S.MJI 

ji'Educa- Director of Public Instruc- 

tion. *iion 

Principals of Qdlcges 
Headmasters and Headmis- 

tresses 

Educational Inspectors and 
Inspectresses 

Principals, Training Colleges 
Inspector of Drawing and 

Craft 

Director, J. J. School of Art 

54 -Agricul- Dircaor of Agriculture 

tUK 

incipal, Bombay Veterinary 

CoU^ 

Director, Veterinary S»vice 
Rfltntrar o( Coopmdve So- 


I 

Commissioners j 
concerned | 

Collector of Bom- '.Revenue 
bay and Bombay f Dcparimen 
Suburban District 
I Commissioner, 

I Central Division 
I Inspector General I 
of Police ’ 

Commissioner of I 
Police, Bombay y Home 

^ Departmeni 

Inspector General 
of Police I 


Director of Public 1 
Instruction .Educational 
r Departmeni 


I Director of J. J. I 
I School of Art 

I Director of Agri- 1 
culture 

I Director, Veteri- Revenue 
nary Service r Department 

Registrar ol Co- | 
operative S o ■ | 
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(B) SPEOMEN DISTRIBUTION OF A GRANT (BOMBAY ‘ 
FINANCIAL RULES—APPENDIX 7) 


Major Head 


^1 Edua- 
(ion 

AUaivcriity 


B-Secoodary 


CPrinary 

D-^Kcial 

E^Jenenl 


1 

1 Minor Head 

Sub head 

Primary Unit 

A-Grants to Universities 


in aid. too- 

B-Govemment Arts 

I. Sfienir 

trihutioiiv and 

iltiiiaiKmt 

1. P.iy of Ortw-eri 

Colleges 

Collcgcv 

11. Pay ot Establish- 


2 . Other 

mrni. 

111. Allossaiitet, Hnno- 
raru 

IS. Ciintingeneirs 

1 IS as above 

GGrants to Non-Gov- 

Arts Col- 
leges. 

(irants-in-aid, (am- 

ernment Arts Col- 


inbiitiuns and 

leges 

I. l-aw 

drmationt 

D-Government Profes- 

1 IV as .sixise 

sional Colleges 

2. Engineer 

% 

>• 

mg 

Training 

4. Com- 

»* 

E-Grants to non-Gov- 

merer. 

Ciramv iivaul. con- 

criunent Professional 


Iributioni and 

Colleges 


donations 

F-Governtnent Secon- 

I. For bovs 

I IS as above 

dary Schools 

2 . For girls 


G-Dircct Grants to non- 

GraiUs-in-aid, eon- 

Government Second- 


Iributions and 

ary Schools 


donations 

H-Giants to Local 


n 

bodies for secondary 
cducadtm 

LI, K, 

L, M, N, 

0, P, Q, etc. 
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(C) EXTRACT PROM THE TABLE OP AinHORlTIES 
RESFONSmiJB FOR THE CONTROL Op EXPENDI- 
TURE (BOMBAY FINANCIAL RULES-APPENDIX 14) 


SccrcUfut Dtpamneot Authority 

He»d of Account rcpouriWe feTST *'*‘?**^ 

6tm»o6 S'*** 

agauut appn^matKm 


^-Stanpi 


34 • Adminisuation of 
Juttice 

A -High Court 
A i-|u^ 

A a -Original side 
, a) Prothonotary 
and Senior 
Muter 

b) Translator 
,A j-^>peUate side 

a) .Rc|gistrar 

b) Reporter 

c) Translator 
and so on for A4, 
A5, etc. 

B < Law OBicera: Pre- 
sideaqr Law Offi- 
cer 

High Court Plead- 
er 

And so OB 
C • A d m i n i s t lator 
GeneiM «id Offi- 
cial Trustee 
And ao on for D, £, F, 
G. H, L 


Revenue Department 
Home Deportment 

Home Department 
-do- 

-do- 

-do- 

-do- 

-do- 

Legal Department 
-do- 

Hocne Department 


Secreory to Governmox 
Revenue Department 

Prothonotary and Srm^ 
or Matter 


Prothonotary and Se& 
or Muter 

-do- 


-do- 

Registrar Appellate vi 
Reporter High Court 
Registrar Appellate tA 


Secretary to Go'cts 
meat Legal Deja't 
ment 

Remembrancer of lep 
A&irt 

AdnrinUtrator Gener* 
and Official Trusict 
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APPENDIX Xm 

SPBOMES DEMAND FOR A GRANT (ASSAM) 

grant no. 

QiBffei oa account ol PaUk HcohR 
(Head of Account— 39>Piiblic Hcahli) 

I, ESTIMATE of the amount required in the year cnditi|t 
March 31, 1943, to defray the expenses in connection with the admtma- 
tration of the Public Health Department. 

Voted : — Rupees 

Charged : — Rupees 

II. Sub-heads under which this grant will be accounted for by ' 
the PUBUC HEALTH DEPARTMENT - 



I 

Pudget 'Revised Rudgci , 

Ariunia 


Fstimate Kstiniate Kstimalf 

A— PUBLIC HEALTH 
ESTABLISHMENT 

(a) Superintendence and 
other Establishment — 

I. Pay of Officers 
Voted 

1941-42 !940 41 1940 41 

1 

t 

i 

1 

t 

' 1 


Charged 

1 

I 

2 . Pay of Establish- 
ment 
(etc.) 

, . i 

5 , 

t 

1 

1 

1 

* 

i 


m. DETAILS OF THE FOREGOING 




SPECIMEN BVDGET ESTIMATE FORMS 











— FtcA Charges (Centre) 












CtWl Budget Ectimalc* (Centre) 


1 1 P*** f •tntia|0» 
MJBS!} SMIkiaq 
wow^KP JO 
MB«0 vq) Baitnisid 
•BO sqmno^ 

a o ‘ o v 

^ p^aotuo sy 

J BSpr^oui+r’ 

« l*-0t6l 

^ taSpng uiojj 
^ ooitouv^ 

I T"»o' 

jisoo'i Xq 

posodoid sy 


sqjmuag 


AFnNIMCKS 


H-0t6l 

paeiAag 


2 0+-6£6l 1 

. sqtnoiu 9 t' , 
*2 ts«i JO sjTOioy 1 

> ' 
sqiuoui s « 
isjij JO sjontoy 


lt-n>6l 

laapng ' 


0f-6f6( 


6C-8C61 


8C-ZC61 


«p«q] pon«wa 

pm jooijf ‘JofOK 




AUtnct ol EatuBalct 
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APPENDIX XV 


UST OF MAJOR HEADS OF ACX:OUNT tEXTRACT FROM 
the UST OF MAJOR AND MINOR HEADS OF ACCOUNT 
ISSUED BY THE AUDITOR GENERAL WITH THE 
approval of the governor GFNERAL) 


5^on Major Haad* 

Lattort 

REVENim 

\ PrindiMl Hnda of Revraue 
I Customs 

U Ccntial Excise Duties 

III Corporation Tax 

IV Taxes on Income other 
than Corporation Tax 

V Salt 


I Sacllon Major 

I Latiars 

XVIII Irrigatiun, Navigation, 
Linhsnkmcvii an<lDra>n> 
age worki iur whteh no 
Capita) Accounts art 
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